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BANK HOLDING LEGISLATION 


MONDAY, JUNE 21, 1954 


Unirep States Senate, 
ComMITTEE ON BANKING AND CURRENCY, 
Washington, D.C. 

The committee met, pursuant to call, at 10:05 a. m., in room 301, 
Senate Office Building, Senator Wallace F. Bennett, presiding. 

Present: Senators Bennett, Ives, Bush, Robertson, and Sparkman. 

Senator Bennetr. The chairman will be delayed for a brief period 
and has asked me to begin these hearings. 

Previous hearings on the bills before us were held in June and July 
of last year, and were published as parts land 2. Because of the lapse 
in time and since they appear in other parts we will insert in the record 
at this point, S. 76 and S. 1118, together with the so-called committee 
print, submitted by Governor Robertson of the Federal Reserve Board. 

(The matter referred to is as follows:) 


[S. 76, 88d Cong., 1st sess. ] 
7 
A BILL To define bank holding companies, control their future expansion, and to require 
the divestment of nonbanking assets 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That this Act may be cited as the “Bank 
Holding Company Act of 1953.” 

Sec. 2 Derrnirions.—(a) “Bank holding company” means any corporation, 
business trust, partnership, association, or other similar organization which at 
any time after April 15, 19538, owns or controls, directly or indirectly, 50 per 
centum or more of the shares of an insured bank (as defined in section 12B (c) 
(8) of the Federal Reserve Act) or 50 per centum or more of the shares voted 
for the election of directors of an insured bank at the preceding election, or 
controls in any manner the election of a majority of the directors of an insured 
bank, or for the benefit of whose shareholders or members more than 50 per 
centum of the shares of an insured bank is held by trustees at any time after 
April 15, 1953; or a successor to any such organization. Notwithstanding the 
foregoing, the term “bank holding company” shall not include any mutual 
savings bank, the Federal Deposit Insurance Corporation, or any corporation 
all of the stock of which is owned by the United States, or any organization 
which does not own or control more than 5 per centum of the voting shares of 
more than two banks and is determined by the Board of Governors of the Federal 
Reserve System not to be engaged directly or indirectly as a business in manag- 
ing or controlling one or more banks; and no bank shall be a bank holding 
company by virtue of the ownership or control of shares in a fiduciary capacity, 
except where such shares are held for the benefit of all or a majority of the 
persons beneficially interested in such bank. 

(b) The term “successor” shall include any organization which acquires from 
a bank holding company stock of an insured bank, when and if the relationship 
between the organization and the bank holding company is such that the trans- 
action effects no substantial change in the control or beneficial ownership of such 
stock, The Board of Governors of the Federal Reserve System may, by regu- 
lation, further define the term “successor” to the extent necessary to prevent 
evasion of the purposes of this Act. 
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Sec. 3. No bank holding company shall, while it owns or controls more than 
5 per centum of the shares of any insured bank, acquire any shares of any bank 
except with the approval of 

(1) the Board of Governors of the Federal Reserve System if the bank 
is a State member bank (other than a district bank) ; 
(2) the Comptroller of the Currency if the bank is a national or a district 
bank; or 
(3) the Federal Deposit Insurance Corporation if the bank is a non- 
member bank. 
Before approving any application under this section, the Federal agency con- 
cerned shall consider any recommendations or views submitted by the bank 
supervisory authority of the State in which is located in the State bank the stock 
of which a bank holding company seeks to acquire, such State authority to be 
given notice of the application and allowed thirty days in which to submit 
views and recommendations. 

Sec. 4, No bank holding company, while it owns or controls more than 5 per 
centum of the shares of any insured bank, shall acquire, or retain after five years 
from the effective date of this Act, (1) any shares or similar equity interest 
in any nonbanking corporations or organizations other than those engaged 
exclusively in conducting a safe deposit or fiduciary business, or (2) any obliga- 
tions other than “investment securities’ of the types and in the amounts ‘which 
it could purchase or retain if it were a bank subject to the seventh paragraph of 
section 5136 of the Revised Statutes ; however, this section shall not apply to bank 
holding companies which are banks of deposit (including trust companies which 
receive deposits) organized under the laws of a State or of the United States, 

Sec. 5. No bank holding company, while it owns or controls more than 5 per 
centum of the shares of any insured bank, shall, after 5 years from the effective 
date of this Act, engage in any business other than that of banking or managing 
or controlling banks 

Sec. 6. Sections 8, 4, and 5 shall not apply to good-faith transactions by banks 
or trust companies (a) in a fiduciary capacity, or (b) in the regular course of 
securing or collecting debts previously contracted. 

Sec, 7. The enactment by Congress of the Bank Holding Company Act of 1953 
shall not be construed as preventing any State, to an extent not inconsistent 
with this Act, from exercising the same power and jurisdiction which it now has 
with respect to banks, bank holding companies, and subsidiaries thereof. 

Sec. 8. In the exercise of the discretion vested in them by this Act and other 
provisions of law with respect to approving or permitting expansion of multiple- 
office banking, the Board of Governors of the Federal Reserve System, the Comp 
troller of the Currency, and the Federal Deposit Insurance Corporation shall take 
into consideration the factors specified in section 12B (g) of the Federal Reserve 
Act, and also the policy of Congress, hereby declared, in favor of local ownership 
and control of banks and competition in the field of banking. 

Sec, 9. Any corporation, business trust, partnership, association, or other 
similar organization which willfully violates any provision of this Act shall 
upon conviction be fined not more than $1,000 for each day during which the 
Violation continues. Any individual who willfully participates in a violation 
of any provision of this Act shall upon conviction be fined not more than $10,000 
or imprisoned not more than one year, or both. 

Src. 10. (a) Section 112 (b) of the Internal Revenue Code is amended by in- 
serting at the end thereof the following: 

(11) DISTRIBUTIONS AND EXCHANGES PURSUANT TO BANK HOLDING ©OM- 
PANY ACT OF 1953. 

“(A) Distributions.—In the case of a distribution of property not 
permitted to be owned by a bank holding company under the provisions 
of section 4 or 5 of the Bank Holding Company Act of 1953, held by a 
bank holding company on the date of enactment of such Act or there- 
after legally acquired pursuant to such Act, to a shareholder in such 
hank holding company as defined in such Act, without the surrender 
by such shareholder of stock or securities in such company, no gain 
to the distributee shall be recognized, except to the extent provided in 
section 118 (a) (23) (A). 

“(B) Exchanges.—No gain or loss shall be recognized if a bank hold- 
ing company transfers property not permitted to be owned by a bank 
holding company under the provisions of section 4 or 5 of such Act, to a 
corporation organized to receive such property solely in exchange for 
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all of the stock of such transferee corporation and such stock is dis- 
tributed forthwith in a distribution subject to the provisions of 
subparagraph (A). 

“(OC) Application of Subparagraphs (A) and (B).—The provisions of 
subparagraphs (A) and (B) of this paragraph shall not apply unless 
the Board of Governors of the Federal Reserve System shal! certify 
that such distribution or exchange was of property not permitted to be 
owned under the provisions of section 4 or 5 of the Bank Holding Com- 
pany Act of 1953 and was necessary or appropriate to effectuate the 
provisions of such Act. In such certifications, the Board of Governors 
of the Federal Reserve System shall specify and itemize the stock, secur- 
ities, or other property so distributed or exchanged.” 

(b) Section 113 (a) of the Internal Revenue Code is amended by inserting at 
the end thereof the following: 

(23) PROPERTY ACQUIRED IN DISTRIBUTION PURSUANT TO BANK HOLDING 
COMPANY ACT OF 1953.— 

“(A) If stock or securities or other property are acquired in a dis- 
tribution subject to the provisions of section 112 (b) (11), then the 
basis in the case of the stock in respect of which the distribution was 
made shall be apportioned, under regulations prescribed by the Com- 
missioner with the approval of the Secretary, between such stock and 
the stock or securities or other property acquired in such distribution. 

“(B) If property is acquired by a corporation in a transfer from a 
bank holding company subject to the provisions of section 112 (b) (11) 
(B), then the basis of such property shall be the same as it would be 
in the hands of such bank holding company.” 

(c) Section 117 (h) (8) of the Internal Revenue Code is amended to read as 
follows: 

“(3) In determining the period for which the taxpayer has held stock or 
securities received upon a distribution where no gain was recognized to the 
distributee under the provisions of section 112 (b) (11) (A) or (B) of this 
chapter, or under the provisions of section 112 (g) of the Revenue Act of 
1928 (45 Stat. 818) or of the Revenue Act of 1932 (47 Stat. 197), or under 
the provisions of section 371 (c) of the Revenue Act of 1988 (52 Stat. 553) 
or of this chapter, there shall be included the period for which he held the 
stock or securities in the distributing corporation prior to the receipt of 
the stock or securities upon such distribution.” 


[S. 1118, 88d Cong., 1st sess. ] 


A BILL To provide for the control and regulation of bank holding companies, and for 
other purposes 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That this Act may be cited as the “Bank 
Holding Company Act of 1953”. 


DECLARATION OF POLICY 


Sec, 2. For the purposes of this Act a bank holding company and its subsidiary 
banks shall constitute a branch banking system. 


DEFINITIONS 


Sec. 38. (a) “Bank holding company” means (1) any company which now or 
hereafter directly or indirectly owns, controls, or holds with power to vote, 
25 per centum or more of the voting shares of each of two or more banks or of a 
company which is or becomes a bank holding company by virtue of this Act; 
and (2) any company which the Board determines, after notice and opportunity 
for hearing, directly or indirectly (either alone or pursuant to an arrangement 
or understanding with one or more other persons) a controlling influence over 
the management or policies of two or more hanks 

Notwithstanding the foregoing, the term “bank holding company” shall not 
include any mutual savings bank or any corporation all of the stock of. which 
is owned by the United States and no bank shall be a bank holding company 
by virtue of the ownership or control of shares in a fiduciary capacity, except 
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where such shares are held for the benefit of all or a majority of the persons 
beneficially interested in such bank. 

Nor shall any corporation or community chest, fund, or foundation, organized 
and operated exclusively for religious, charitable, scientific, literary, or educa- 
tional purposes, no part of the net earnings of which inures to the benefit of any 
private shareholder or individual, and no substantial part of the activities of 
which is carrying on propaganda, or otherwise attempting to influence legislation, 
be classed as or held to be a bank holding company by reason of the ownership 
of the stock of any bank as of the effective date of this Act. 

(b) “Subsidiary,” with respect to a specified bank holding company, means 
(1) any company 25 per centum or more of whose outstanding voting shares 
(excluding shares owned by the United States or by any company wholly owned 
by the United States) is owned or controlled by such bank holding company ; or 
(2) any company the management and policies of which the Board determines, 
after notice and opportunity for hearing, are in fact subject to a controlling 
influence by such bank holding company (either alone or pursuant to an agree- 
ment or understanding with one or more other persons). 

(c) “Company” means any bank, corporation, partnership, joint-stock com- 
pany, business trust, voting trust, association, or any similar organized group 
of persons, whether incorporated or not, excluding, however, any such company 
which is owned by the United States. 

(d) “Bank” means any national bank or any State bank, savings bank, or 
trust company, but shall not include any organization operating under section 25 
or 25 (a) of the Federal Reserve Act, or any organization which does not do 
business within the United States. “State member bank” means any State bank 
which is a member of the Federal Reserve System. ‘District bank” means any 
State bank organized or operating under the Code of Law for the District of 
Columbia. 

(e) “Board” means the Board of Governors of the Federal Reserve System. 


REGISTRATION, REPORTS, AND EXAMINATION 


Sec. 4. (a) Within ninety days after the effective date of this Act, or within 
ninety days after becoming a bank holding company, whichever is later, each 
bank holding company shall register with the Board on forms prescribed by the 
Board, which shall include such information with respect to the financial condi- 
‘ion and operations, management, and intercompany relationships of the bank 
holding company and its subsidiaries, and related matters, as the Board may 
deem necessary or appropriate to carry out the purposes of this Act. 

(b) The Board is authorized to issue such regulations and orders as may be 
necessary to enable it to administer and carry out the purposes of this Act and 
prevent evasions thereof. 

(ec) The Board from time to time may require reports under oath to keep it 
informed as to whether the provisions of this Act and such regulations and orders 
issued thereunder have been complied with: and to ascertain the condition of 
each bank holding company and each subsidiary thereof. The Board shall, as 
far as possible, use the reports of examinations made by the Comptroller of the 
Currency, the Federal Deposit Insurance Corporation, or the appropriate State 
bank supervisory authority for the purposes of this section. 


ACQUISITION OF BANK SHARES OR BANK ASSETS 


Sec. 5. (a) It shall be unlawful except with the prior approval of the Board 
(1) for any action to be taken which results in a company becoming a bank 
holding company under section 3 (a) (1) of this Act ; (2) for any bank holding 
company to acquire, directly or indirectly, any voting shares of a bank: or (3) 
for any bank holding company or subsidiary thereof other than a bank to acquire 
all or substantially all of the assets of a bank. 

(b) It shall be unlawful for any bank which is a bank holding company or 
any bank which is a subsidiary of a bank holding company to acquire all or 
substantially all of the assets of any bank except with the prior approval of 
the (1) Comptroller of the Currency if the acquiring bank is a national bank 
or a District bank, (2) the appropriate State supervisory authority if the 
acquiring bank is an insured nonmember State bank, or (3) the Board in the case 
of all other acquiring banks. ' " 

(c) Before approving any application under this section, the Federal agency 
coneerned shall give notice to, and allow thirty days within which views and 
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recommendations may be submitted by, the Comptroller of the Currency if the 
applicant company or any bank affected by the application is a national bank 
or a District bank; or to the appropriate supervisory authority of the State 
in which applicant company or any bank affected by the application is a State 
bank. If the authtority so notified by the Federal Agency concerned files its 
written disapproval of the application within said thirty days’ period the 
application shall not be granted. 

(d) Notwithstanding any other provision of this section, no application shall 
be approved under this section which will permit (1) any bank holding company 
or any subsidiary thereof to acquire, directly or indirectly, any voting shares 
of, interest in, or all or substantially all of the assets of any bank located outside 
of the State in which such bank holding company or subsidiary thereof main 
tains its principal office and place of business or in which it conducts its 
principal operations; (2) any bank holding company or subsidiary thereof to 
acquire, directly or indirectly, any voting shares of or interest in or all or 
substantially all of the assets of any additional bank except in conformity with 
the laws governing branches of banks in such State. 


INTEREST IN NONBANKING ORGANIZATIONS 


Sec. 6. (a) Except as otherwise provided in this Act, it shall be unlawful 
for any bank holding company, after two years from the effective date hereof, 
to own any shares or other securities or obligations of any company other than 
a bank or to engage in any business other than that of banking. The Board 
is authorized, upon application by a bank holding company, to extend this period 
from time to time as to suth company for not more than one year at a time 
if, in its judgment, such an extension would not be detrimental to the public 
interest.’ However, nothing hereing provided shall be construed to authorize the 
joard to extend any such period beyond a date five years after the enactment 
hereof or five years after a company becomes a bank holding company as provided 
in section 2, whichever is later. 

(b) The prohibitions in this section shall not apply 

(1) to shares or other securities or obligations owned or acquired by a 
bank holding company in any company engaged solely in holding or operating 
properties used wholly or in part by any subsidiary that is a bank in its 
operations or acquired for such future use or engaged solely in conducting 
a safe deposit business, or solely in the business of liquidating assets a¢ 
quired from such bank holding company and its subsidiaries ; 

(2) to shares, securities, or obligations acquired by a bank holding com 
pany which is a bank, or its banking subsidiary, in satisfaction of a debt pre 
viously contracted in good faith, but such bank holding company or its sub 
sidiary shall dispose of such shares, securities or obligations within a period 
of two years from the date on which they were acquired or from the efiective 
date of this Act, whichever is later; 

(3) to share, securities, or obligations acquired by a bank holding com 
pany from any of its subsidiaries, which subsidiary has been requested to dis- 
pose of such voting shares, securities, or obligations by any Federal or State 
authority having st»tutory power to examine such subsidiary, but such bank 
holding company or its subsidiary shall dispose of such shares, securities, or 
obligations within a period of two years from the date on which they were 
acquired or from the effective date of this Act, whichever is later: 

(4) to shares or other securities or obligations which are held or acquired 
by a bank, which is a bank holding company, in a fiduciary capacity or which 
are of the kinds and amounts eligible for investment by national banks 
under the provisions of section 5136 of the Revised Statutes ; 

(5) to a nonmember State bank which is a bank holding company if the 
effect of applying such prohibitions is to prevent such bank from owning 
any shares or investment which such bank is permitted to own under the 
laws of the State in which such bank is operating; or 

(6) to the ownership by a bank holding company or shares or other securi 
ties or obligations of an investment company which is not a bank holding 
company and which is not engaged in any business other than investing in 
securities: Provided, That if the Board, after notice and opportunity for 
hearing, determines that the ownership or control of such shares, securities 
or obligations of any such investment company is resulting in the violation or 
evasion of any of the purposes or provisions of this Act, it may by order 
require such bank holding company to dispose of all or any part thereof 
forthwith. 
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BORROWING BY BANK HOLDING COMPANY OR ITS SUBSIDIARIES 


Sec. 7. From and after the effective date of this Act, it shall be unlawful for 
a bank 

(a) to invest any of its funds in the capital stock, bonds, debentures, or 
other obligations of a bank holding company of which it is a subsidiary or a 
subsidiary of such bank holding company : 

(b) to accept the capital stock, bonds, debentures, or other obligations of 
a bank holding company of which it is a subsidiary or a subsidiary of such 
bank holding company, as collateral security for advances made to any per- 
son or company: Provided, however, That any bank may accept such capital 
stock, bonds, debentures, or other obligations as a security for debts pre- 
viously contracted but such collateral shall not be held for a period of over 
two years; 

(c) to purchase securities, other assets or obligations under repurchase 
agreement from a bank holding company of which if is a subsidiary or a 
subsidiary of such bank holding company ; and 

(d) to make any loan or extension of credit to a bank holding company 
of which it is a subsidiary or to a subsidiary of such bank holding company. 

Non-interest-bearing deposits to the credit of a bank shall not be deemed to 
be a loan or advance to the bank of deposit, nor shall the giving of immediate 
credit to a bank upon uncollected items received in the ordinary course of busi- 
ness be deemed to be a loan or advance to the depositing bank. 

The provisions of this section shall not apply (1) to the capital stock, bonds, 
debentures, or other obligations of any company described in section 6 (b) (1) of 
this Act, or (2) any company whose subsidiary status has arisen out of a bona 
fide debt to the bank contracted prior to the date of the creation of such status, 
or (3) any company whose subsidiary status exists by reason of the ownérship or 
control of voting shares thereof by the bank as executor, administrator, trustee, 
receiver, agent, or depositary, or in any other fiduciary capacity, except where 
such shares are held for the benefit of all or a majority of the stockholders of 
such bank. 

RESERVATION OF RIGHTS TO STATES 


Sec, 8 The enactment by Congress of the “Bank Holding Company Act of 
1953” shall not be construed as preventing any State from exercising such powers 
and jurisdiction which it now bas or may hereafter have with respect to banks, 
bank holding companies, and subsidiaries thereof. 


HEARING AND REVIEW 


Sec. 9. Any shareholder, bank, holding company affiliate, company, individual, 
or group directly interested in any transaction or proposal for which approval is 
required pursuant to the provisions of this Act shall have the right to make appli- 
cation therefor to the appropriate agency having authority to grant or deny such 
approval pursuant to this Act. If the agency to which any such application is 
made shall disapprove the same, it shall be the duty of such agency promptly to 
notify the applicant or applicants, stating the facts which in the judgment of the 
agency warrant the adverse finding with respect to any factor or factors. Any 
person as defined by section 2 (b) of the Administrative Procedure Act directly 
affected by any order, rule, regulation, or determination made, or other action 
taken by such agency, or affected by any failure to take action on an application 
to any such agency under this Act shall have the right, pursuant to the provisions 
of the Administrative Procedure Act, to a judicial review of any such order, rule, 
regulation, adjudication, determination, or other action or nonaction of such 
agency by which such person is adversely affected or aggrieved or has suffered 
legal wrong. Upon such review the action or nonaction which is the subject 
thereof shall not be considered to be action committed to agency discretion within 
section 10 of the Administrative Procedure Act (Act of June 11, 1946, ch. 324, 
sec. 10, 60 Stat. 243; title 5, sec. 1009 U. 8. C. A.). The facts shall be subject 
to trial de novo in an appropriate court proceeding, and the action or nonaction 
of the agency shall be subject to review and may be corrected by the court if 
the same is shown to be discriminatory, unwarranted by the facts, based on 
consideration inconsistent with the policies of this Act, or otherwise unlawful 
within subsection (e) of section 10 of the said Administrative Procedure Act. 
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PENALTIES 


Seo. 10. Any company which willfully violates any provision of this Act, or 
iny regulation or order issued by the Board pursuant thereto, shall upon con 
viction be fined not more than $1,000 for each day during which the violation 
continues. Any individual who willfully participates in a violation of any pro 
vision of this Act shall upon conviction be fined not more than $10,000 or impris 
oned not more than one year, or both Every officer, director, agent, and 
employee of a bank holding company shall be subject to the same penalties for 
false entries in any book, report, or statement of such bank holding company 
as are applicable to officers, directors, agents, and employees of member banks 
for false entries in any books, reports, or statements of member banks under 
section 1005 of title 18, United States Code. 


TECHNICAL AMENDMENTS 


Sec. 11. (a) The last sentence of the sixteenth paragraph of section 4 of the 
Mederal Reserve Act, as amended, is amended by striking out all of the lan 
guage therein which follows the colon and by inserting in lieu thereof the 
following: “Provided, That whenever any member banks within the same 
Federal Reserve district are subsidiaries of the same bank holding company 
within the meaning ef the Bank Holding Company Act of 1953, participation 
in any such nomination or election by such member banks, including such 
bank holding company if it is also a member bank, shall be confined to one 
of such banks, which may be designed for the purpose by such holding company.’ 

(b) (1) The eighteenth paragraph of section 9 of the Federal Reserve Act 
is amended by striking out the last sentence of such paragraph. 

(2) The twenty-first paragraph of section 9 of the Federal Reserve Act is 
repealed. 

(c) Subsection (c) of section 2 of the Banking Act of 1933, as amended, is 
repealed. 

(d) Section 5144 of the Revised Statutes, as amended, is amended to read 
as follows: 

“Sec, 5144. In all elections of directors, each shareholder shall have the right 
to vote the number of shares owned by him for as many persons as there are 
directors to be elected, or to cumulate such shares and give one candidate as 
many votes as the number of directors multiplied by the number of his shares 
shall equal, or to distribute them on the same principle among as many candi- 
dates as he shall think fit; and in deciding all other questions at meetings of 
shareholders, each shareholder shall be entitled to one vote on each share of 
stock held by him; except that (1) this shall not be construed as limiting the 
voting rights of holders of preferred stock under the terms and provisions of 
articles of association, or amendments thereto, adopted pursuant to the pro- 
visions of section 302 (a) of the Emergency Banking and Bank Conservation 
Act, approved March 9, 1933, as amended; (2) in the election of directors, 
shares of its own stock held by a national bank as sole trustee, whether regis- 
tered in its own name as such trustee or in the name of its nominee, shall 
not be voted by the registered owner unless under the terms of the trust the 
manner in which such shares shall be voted may be determined by a donor 
or beneficiary of the trust and unless such donor or beneficiary actually directs 
how such shares shall be voted; and (3) shares of its own stock held by a 
national bank and one or more persons as trustees may be voted by such other 
person or persons, as trustees, in the same manner as if he or they were the 
sole trustee. Shareholders may vote by proxies duly authorized in writing; 
but no officer, clerk, teller, or bookkeeper of such bank shall act as proxy; 
and no shareholder whose liability is past due and unpaid shall be allowed to 
vote, Whenever shares of stock cannot be voted by reason of being held by 
the bank as sole trustee, such shares shall be excluded in determining whether 
matters voted upon by the shareholders were adopted by the requisite percentage 
of shares.” 

(e) The second paragraph of section 5211 of the Revised Statutes is amended 
by striking out the second sentence of such paragraph. 

(f) Section 112 (b) of the Internal Revenue Code is amended by adding at 
the end thereof the following: 

“(12) DISTRIBUTIONS AND EXCHANGES PURSUANT TO BANK HOLDING COM 
PANY ACT OF 1953.— 
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“(A) Distribution.—In the case of a distribution of property not per- 
mitted to be owned by a bank holding company under the provisions of 
section 4 of the Bank Holding Company Act of 1953, held by a bank 
holding company on the date of enactment of such Act or thereafter 
legally acquired pursuant to such Act, made pursuant to an order of 
the Board of Governors of the Federal Reserve System authorizing, 
approving or directing such distribution as effectuating the policy of 
the Bank Holding Company Act of 1953, to a shareholder in such bank 
holding company as defined in such Act, without the surrender by such 








yisel 
shareholder of stock or securities in such company, no gain or loss to a ffili 
the distributor or distributee shall be recognized. com] 
(B) Exchanges.—-No gain or loss to the distributor or distributee ( subs 
shall be recognized if a bank holding company, pursuant to an order of reas 
the Board of Governors of the Federal Reserve System authorizing, i (i 
approving or directing such exchange as effectuating the policy of the i ame’ 
Bank Holding Company Act of 1955, transfers property not permitted 
to be owned by a bank holding company under the provisions of section 
4 of such Act, to a corporation organized to receive such property 
solely in exchange for all of the stock of such transferee corporation | 
and such stock is distributed forthwith in a distribution subject to the 4 
provisions of subparagraph (A). i 
“(C) Application of subparagraphs (A) and (B).—The provisions i 
of subparagraphs (A) and (B) of this paragraph shall not apply unless 
the Board of Governors of the Federal Reserve System shall certify 
that such distribution or exchange was of property not permitted to be 
owned under the provisions of section 4 of the Bank Holding Company SI 
Act of 1953 and was necessary or appropriate to effectuate the pro any 
visions of such Act. In such certification, the Board of Governors of : and 
the Federal Reserve System shall specify and itemize the stock, secu- ) thos 
rities, or other property so distributed or exchanged.” 
(g) Section 118 (a) of the Internal Revenue Code is amended by adding at the 
end thereof the following: 
(24) PROPERTY ACQUIRED IN DISTRIBUTION PURSUANT TO BANK HOLDING 
COMPANY ACT OF 195 ay 
“(A) If property other than stock or securities is acquired in a distribution 
subject to the provisions of section 112 (b) (12), then the basis of such prop- i 
erty shall be the same as it would be in the hands of the company distributing B 
such property; and an amount equal to the adjusted basis which such prop- } of . 
erty had in the hands of such distributing company at the time of such dis- i Hol 
tribution shall be applied against and reduce the adjusted basis of the stock 
in respect of which the distribution was made; and when, in a distribution 
subject to the provisions of section 112 (b) (12) (A), or upon receipt in 
an exchange subject to the provisions of section 112 (b) (12) (B), any prop- § 
erty is acquired by a distributee of such company, then the basis of any such tim 
property shall be apportioned in the manner provided in subparagraph (B) 4 the 
of this paragraph (24). or. 
“(B) If stock or securities is acquired in a distribution subject to the pro- ele 
visious of section 112 (b) (12), then the basis in the case of the stock in tim 
respect of which the distribution was made shall be apportioned, under dir 
regulations prescribed by the Secretary, between such stock and the stock or an 
securities acquired in such distribution. at 
“(C) Where stock or securities and property other than stock or securities sta 
are acquired in a distribution subject to the provisions of section 112 (b) if | 
(12), subparagraph (A) of this paragraph shall be applied before subpara- if 1 
graph (B). ber 
“(D) If stock is acquired by a bank holding company in an exchange sub- bal 
ject to the provisions of section 112 (b) (12) (B), then the basis of such fid 
stock shall be the same as in the case of the property exchanged ; and when, ho 
in a distribution subject to the provisions of section 112 (b) (12) (A), such ho 
stock is acquired by a distributee of such company, then the basis of any such ad 
property shall be apportioned in the manner provided in subparagraph (B) in 
of this paragraph (24) to 
“(E) If property is acquired by a corporation in a transfer from a bank or 
holding company subject to the provisions of section 112 (b) (12) (B), then ist 
the basis of such property shall be the same as it would be in the hands of ~— 
such bank holding company.” 4 
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(h) (1) Paragraph 4 of subsection (c) of section 3 of the Investment Company 
Act of 1940 is amended to read as follows: 

“(4) Any bank holding company which is registered with the Board of Gov- 
ernors of the Federal Reserve System: pursuant to the Bank Holding Company 
Act of 1953, or any banking subsidiary or any other subsidiary thereof which 
is exempt from section 4 by reason of the provisions of subsection (b) thereof 
as defined in said Act.” 

(2) Paragraph (11) of subsection (a) of section 202 of the Investment Ad- 
visers Act of 1940 is amended by changing the words “or any holding company 
affiliate, as defined in the Banking Act of 1933” to read “or any bank holding 
company, as defined in the Bank Holding Company Act of 1953, or any banking 
subsidiary, or any other subsidiary thereof wkich is exempt from section 4 by 
reason of the provisions of subsection (b) thereof as defined in said Act”. 

(i) Subsection (b) of section 2 of the Banking Act of 1933, as amended, is 
amended by adding the following paragraphs: 

“(4) which owns or controls, directly or indirectly, either a majority of 
the shares of capital stock of a member bank or more than 50 per centum 
of the number of shares voted for the election of directors of any one bank 
at the preceding election, or controls in any manner the election of a ma- 
jority of the directors of any one bank ; or 

“(5) for the benefit of whose shareholders or members all or substan 
tially all of the capital stock of a member bank is held by trustees.” 


SEPARABILITY OF PROVISIONS 


Sec. 12. If any provision of this Act, or the application of such provision to 
any person or circumstances, shall be held invalid, the remainder of the Act, 
and the application of such provision to persons or circumstances other than 
those to which it is held invalid, shall not be affected thereby. 


[Committee print] 


A BILL To define bank holding companies, control their future expansion, and require 
divestment of their nonbanking assets 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That this Act may be cited as the “Bank 
Holding Company Act of 1953”. 


DEFINITIONS 


Sec. 2. (a) “Bank holding company” means any company (1) which at any 
time after 1953, owns or controls, directly or indirectly, a majority of 
the shares of any bank, (2) which at any time after such date shall have owned 
or controlled more than 50 per centum of the shares which were voted for the 
election of directors of any bank at the preceding election, (3) which at any 
time after such date controls in any manner the election of a majority of the 
directors of any bank, or (4) for the benefit of whose shareholders or members 
a majority of the shares of any bank or bank holding company is held by trustees 
at any time after such date; or any successor to any such company. Notwith 
standing the foregoing, no company shall be considered a bank holding company 
if it does not own or control, directly or indirectly, any shares of any bank and 
if no shares of any bank or bank holding company are held by trustees for the 
benefit of such company’s shareholders or members; and no bank shall be a 
bank holding company by virtue of its ownership or control of shares in a 
fiduciary capacity, except where such shares are held for the benefit of the 
holders of a majority of the shares of such bank. In addition the term “bank 
holding company” shall not include any company which is determined by the 
administering agency’ not to be engaged, directly or indirectly, as a business 
in holding the stock of, or managing or controlling, banks in such manner and 
to such an extent as to require regulation of such company under this Act in 
order to carry out its purposes. In making any such determination the admin- 
istering agency shall consider, among other factors, the nature of the business 





* Throughout this draft, the words “administering agency” would be changed to refer 
to the particular agency of the Government selected by Congress to administer the 
legislation. 
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of such company, the number of banks in which it owns or controls stock and 
the amount of such stock owned or controlled by it, and the area of operations 
of such banks; and any such determination may be conditional and shall be 
subject to revocation by the administering agency. 

(b) “Company” means any corporation, business trust, association, or similar 
organization, but shall not include any corporation all of the shares of which 
are owned by the United States. 

(c) “Bank” means any national bank or any bank, banking association, savings 
bank, or trust company organized under the laws of any State or of the District 
of Columbia which receives deposits subject to check. 

(d) The term “successor” shall include any organization which acquires directly 
or indirectly from a bank holding company shares of any bank, when and if the 
relationship between such organization and the bank holding company is such 
that the transaction effects no substantial change in the control of the bank or 
beneficial ownership of such shares of such bank. The administering agency may, 
by regulation, further define the term “successor” to the extent necessary to 
prevent evasion ef the purposes of this Act. 


ACQUISITION OF BANK SHARES 


Sec. 8. (a) Except with the prior approval of the administering agency, no bank 
holding company shall acquire ownership or control of any shares of any bank, 
directly or indirectly, or merge or consolidate with any other bank holding 
company. Notwithstanding the foregoing, this prohibition shall not apply to 
shares acquired by a bank (1) in good faith in a fiduciary capacity, except where 
such shares are held for the benefit of the holdeys of a majority of the shares of 
such bank, or (2) in the regular course of securing or collecting a debt previously 
contracted in good faith; but any shares acquired after the date of this Act in 
securing or collecting any such previously contracted debt shall be disposed of 
within a period of two years from the date on which they were acquired. 

(b) In determining whether or not to approve any acquisition or merger or 
consolidation under this section, the administering agency shall take into con 
sideration the following factors: (1) The financial history and condition of the 
bank holding company or companies and the banks concerned; (2) their pros 
pects; (8) the character of their management; (4) the convenience, needs, and 
welfare of the communities and the area concerned; and (5) whether or not 
the effect of such acquisition or merger or consolidation would be to expand the 
size or extent of the bank holding company system involved beyond limits con 
sistent with adequate and sound banking and the public interest and the preser 
vation of competition in the field of banking. 

(c) In approving any acquisition or merger or consolidation under this sec- 
tion, the administering agency shall be authorized to prescribe such conditions 
as it may deem necessary in the light of its consideration of the factors set forth 
in subsection (b) of this section in order to assure the sound financial condition 
and satisfactory management of the bank holding company and of the banks 
controlled by it. Such conditions may inelude, but without limitation, conditions 
relating to the maintenance of adequate capital and reserves of readily market- 
nble assets by such company. 

(qd) Before approving any acquisition or merger or consolidation under this 
section, other than the acquisition by a bank holding company of ownership or 
control of shares of a bank of which such company already owns or controls a 
majority of shares, the administering agency shall consider any views or recom- 
mendations which may be submitted by the Federal bank supervisory authorities 
and the appropriate State bank supervisory authorities, such Federal and State 
authorities be given notice of the proposed action and allowed thirty days 
in which to submit their views and recommendations, No acquisition of owner- 
ship or control of the shares of any State or national bank in any State shall 
be approved under this section if, under the same circumstances, the acquisition 
of such ownership or control of shares of a State bank would be expressly pro- 
hibited by the statutes of such State. 


DIVESTMENT OF INTERESTS IN NONBANKING ORGANIZATIONS 


Sec. 4. (a) Except as otherwise provided in this Act, no bank holding com 
pany, after the date of this Act shall acquire, or after two years from the date 
of this Act shall retain, directly or indirectly, ownership or control of any shares 
of any company which is not a bank or engage in any business other than that 
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of banking or of managing or controlling banks. The administering agency is 
authorized, upon application by a bank holding company, to extend this period 
from time to time as to such company for not more than one year at a time if, 
in its judgment, such an extension would not be detrimental to the public in- 
terest, provided that no such extensions shall extend beyond a date five years 
after the date of this Act. 

(b) After two years from the date of this Act, no certificate evidencing shares 
of any bank holding company shall bear any statement purporting to represent 
shares of any other company except a bank or a bank holding company, nor shall 
the ownership, sale, or transfer of shares of any bank holding company be con 
ditioned in any manner whatsoever upon the ownership, sale, or transfer of 
shares of any other company except a bank or a bank holding company. 

(c) The prohibitions of this section shall not apply 

(1) to shares of any company engaged solely in a safe deposit or fiduciary 
business or of any company all the activities of which the administering 
agency has determined to be so closely related to the business of banking 
or of managing or controlling banks as to be a proper incident thereto and 
as to make it unnecessary for the prohibitions of this section to apply in 
order to carry out the purposes of this Act ; 

(2) to shares acquired by a bank in good faith in a fiduciary capacity, 
except where such shares are held for the benefit of the holders of a ma 
jority of the shares of such bank ; or 

(3) to shares acquired by a bank in the regular course of securing or 
collecting a debt previously contracted in good faith, but any such shares 
shall be disposed of within a period of two years from the date on which they 
were acquired or from the date of this Act, whichever is later, except that 
the administering agency is authorized, upon application by such bank, to 
extend this period from time to time as to such bank for not more than one 
year at a time if, in its judgment, such an extension would not be detri 
mental to the public interest, provided that no such extensions shall extend 
beyond a date five years after the date of this Act. 


ADMINISTRATION 


Sec. 5. (a2) Within ninety days after the date of this Act, or within ninety days 
after becoming a bank holding company, whichever is later, each bank holding 
company shall register with the administering agency on forms prescribed by 
the administering agency, which shall include such information with respect to 
the financial history and condition and the operations and management of such 
company and the banks which it controls, the relationships of such company with 
banks and other organizations, and related matters, as the administering agency 
may deem necessary or appropriate to carry out the purposes of this Act. The 
administering agency may, in its discretion, extend the time within which a bank 
holding company shall register and file the requisite information. 

(b) The administering agency from time to time may require any bank holding 
company to furnish such information regarding such company and its relations 
with banks and other organizations as the administering agency may deem 
appropriate or necessary to enable it to determine whether or not to grant any 
approval or take any other action contemplated by this Act; to determine com 
pliance with the provisions of this Act and to prevent evasions thereof; and to 
keep the Congress informed with respect to the administration of this Act. 
For the purpose of obtaining such information, the administering agency may 
require reports from any bank holding company in such form and at such times 
as it may prescribe and may, if it deems such action necessary, make examina 
tions of any bank holding company, in which event the expenses of any such 
examination may, in the discretion of the administering agency, be assessed 
against the bank holding company, and when so assessed, shall be paid by such 
company. To the extent that the information contained therein is adequate for 
the purposes of this subsection, the administering agency is authorized to use 
the available reports of examination made by or on behalf of any Federal or 
State bank supervisory authority. 

(c) Before the expiration of five years following the date of this Act the 
administering agency shall report to Congress the results of the administration 
of this Act, stating what, if any, substantial difficulties have been encountered 
in carrying out the purposes of this Act, and any recommendations as to ehanges 
in the law which in the opinion of the administering agency would be desirable 
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CRIMINAL PENALTIES 


Sec. 6. Any company which willfully violates any provision of this Act, or any 
condition prescribed by the administering agency pursuant to this Act, shall upon 
conviction be fined not more than $1,000 for each day during which the violation 
continues ; and any individual who willfully participates in any such violation 
shall upon conviction be fined not more than $10,000 or imprisoned not more than 
one year, or both. Every officer, director, agent, and employee of a bank holding 
company shall be subject to the same penalties for false entries in any book, 
report, or statement of such bank holding company as are applicable to officers, 
directors, agents, and employees of member banks for false entries in any books, 
reports, or statements of member banks under section 1005 of title 18, United 
States Code. 


AMENDMENTS TO INTERNAL REVENUE CODE 


Sec, 7. [Here insert provisions for appropriate tax relief, similar to those 
contained in H. R. 6504, to be drafted by tax experts of the Treasury Department 


or the Congress. | 


Senator BenNerr. Our first witness today is Mr. Harold V. Amberg, 
of the First National Bank of Chicago, for the Reserve City Bankers, 

Mr. Amberg, do you have a prepared statement ? 

Mr. Ampere. I do, sir. 

Senator Bennerr. You have two statements, do you not ? 

Mr. Amperc. The second one is to be inserted, at the end of my 
statement. 

Senator Bennerr. Without objection, this statement may be ac- 
cepted for the record. 

All right, Mr. Amberg. 


STATEMENT OF HAROLD V. AMBERG, VICE PRESIDENT, THE FIRST 
NATIONAL BANK OF CHICAGO, ASSOCIATION OF RESERVE CITY 
BANKERS 


Mr. Ampere. Mr. Chairman, I am quite aware that this is the long- 
est day of the year. I don’t intend to use it all, and if I impose upon 
your patience, I will do my best to cut it down. 

Mr. Chairman and members of the committee, I am Harold V. 
Amberg, vice president and special counsel of the First National Bank 
of Chicago. I present this statement as chairman of the committee on 
lederal relationships of the Association of Reserve City Bankers— 
for its 1953-54 year. 

Our association, as you may recall, is composed of some 450 indi- 
viduals who are executive officers of some 215 larger correspondent 
commercial banks located in reserve cities across the country. Its 
membership and the membership of our committee represents the 
thinking of all types of commercial bankers, to wit: those connected 
with unit banks, branch banks—both statewide and limited area—and 
banks which are part of holding company systems—also both State 
and National banks. Our association’s board of directors has author- 
ized our committee to make this presentation on behalf of our associa- 
tion. The members of our association, at its annual meeting in April 
of this year, were advised of the tenor of this statement and acquiesced 
in the action of the association’s board of directors. 

Our association, through its committee on Federal relationships, 
undertook in 1946 an exploration of the bank holding company situa- 
tion and its members, at our annual meeting in 1947, approved a special 
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report formulated by its committee on Federal relationships—after 2 
days’ discussion in committee. A copy of this report, for reference 
purposes is appended to this statement. 

Our association’s 1947 report rec »mmended, in substance, bank hold- 
ing company legislation reflecting four major concepts, as follows: 

(a) No death sentence—that is, a continuing recognition of the legal 
status of bank holding companies, first reflec ted in the Banking Act of 
1933. 

(>) A two-pronged coverage, to wit: (1) Automatic—based on a 
company’s ownership or control of 20 percent or more of the stock of 
two or more banks, with discretionary power in the Federal Reserve 
Board to exempt any such company ‘during any batgin it is not, in 
fact, exercising a control over such banks in a maner or to an extent 
sufficient to merit regulation, and (2) gaauinidaitive:-ahy company, 
regardless of the degree of its stockownership, which the Federal Re- 
serve Board, after a heari ing, may determine to be, in fact, exercising a 
control over the management or policies of two or more banks in a 
manner or to an extent sufficient to merit regulation. 

(c) No “freeze”—that is, permissive expansion but only with the 
approval of the Federal Reserve Board which, in the exercise of its 
diseretion, shall consider factors to be specified in the statute, directed 
to the promotion of sound, adequate, competitive banking, the avoid- 
ance of undue centralization of banking and the development of 

stability and uniformity in the Nation’s banking structure. 

(d) A divorcement from all other business—with appropriate con- 
sideration of unusual situations and proper tax relief for such divorce- 
ment as the law may ultimately require. 

In the fall of 1948, when pending bank-holding- -company legislation 
was being reconsidered, representatives of our assoc iation, along with 
all other interested groups, were accorded the opportunity to inte 
a proposed bill with Messrs. Thomas B. McCabe, Chairman of the 
Board of Governors of the Federal Reserve System, Preston Delano, 
Comptroller of the Currency, Earl H. Cook, Director of Federal De- 
posit Insurance Corporation, and various members of the Reserve 

soard staff. At this meeting, our representatives urged the inclusion 
of more definitive statutory standards as the base ‘of discretion: ary 
powers vested in the Reserve Board—to the end that, in its geographil- 
cal aspect, future holding company expansion could be “reasonably 
harmonized with the Nation’s commercial bank structures without 
any requirement for any statutory freeze. 

Our association in 1950 supported a bill reflecting the four above- 
mentioned concepts, the so-called Robertson-M: tybank bill, S. 2318, 
Sist Congress, formulated to a great extent under the aegis 3 of the 
Federal Reserve Board. This bill was the subject of very extended 
hearings in 1950 and received serious consideration from your com- 
mittee. It apparently bogged down on conflicts over discretionary 
powers in respect of both coverage and permissive expansion. 

We reaffirm our association’s 1947 report. If our committee were 
now recasting this report, we might throw our emphasis a little dif- 
ferently here and there—such as on the scope of the statutory discre- 
tionary standards—but with little, if any, change in our m: ujor con- 
clusions. In one instance, as to “coverage,” we would be inclined, 


34937—54—pt. 3——2 








272 BANK HOLDING LEGISLATION 


assuming the inclusion of an exemptive provision mentioned later, to 
adopt the suggestion of the current so-called committee print that 
the definition of a holding company be related to the ownership or 
control of “one” bank—as distinguished from “two” banks—as sug 
gested in our association’s 1947 report. Moreover, we would, in view 
of more recent developments, suggest some further broadening of the 
coverage, for reasons mentioned later. 


ANALYSIS OF PENDING BILLS 


Our committee deems it proper, at the risk of lengthening ou 
presentation, to relate our association’s position to the proposals now 
pending before your committee and to point out the major areas of 
agreement and disagreement. As a logical consequence, it follows 
that we should also set forth the reasons which have led us to confirm 
our association’s position and question conflicting proposals. 

An anlysis of the four proposals now before your committee indi- 
cates that the two major conflicts are over: (1) Permissive future ex- 
pansion of holding-company operations, and (2) coverage—that is, 
the scope of the definition of a bank holding company. We will con 
fine our presentation to these two issues and trust that by an objective 
and reasonably impartial presentation we may be of aid in resolving 
these conflicts. 

FUTURE EXPANSION 


In regard to permissible future expansion of holding company op- 
erations, the four proposals now before your Committee, widely at 
variance, are as follows: 

1. S. 76, introduced by Senator Robertson: This bill provides that 
expansion across State lines or within a State shall be permissive in 
the discretion of the Federal supervisory agencies, to be exercised 
within specified statutory standards. 

2. S. 1118, introduced by Senator Capehart, at the request of the 

Independent Bankers Association: This bill proclaims, as its sole 
declaration of policy, that— 
for the purposes of this act, a bank holding company and its subsidiary banks 
shall constitute a branch banking system. 
It expressly prohibits the approval of any holding company expan- 
sion over State lines and any further acquisition within any State, 
“except in conformity with the laws governing branches of banks 
in such State.” The bank supervisory agencies of the respective 
States are given the final say in respect of the acquisition of any State 
bank within their respective States. 

5. Suggestions of the American Bankers Association: There has 
also been testimony at these hearings, on behalf of the American 
Bankers Association, proposing amendments to S. 1118, suggesting 
that the regulation of future acquisitions by holding companies should 
be predicated on contemplated holding company laws of the respective 
States: (1) Prohibiting any acquisition over State lines unless the 
State—in which the bank to be acquired is located—by its holding 
company law expressly permits such acquisition, and (2) permitting 
acquisition within a State unless the State by its holding company 
law expressly prohibits such acquisition. 
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1. Committee print, June 11, 1953—drafted by Goy»rnor Robert- 
son of the Federal Reserve Board—but, as he testifigs, “it does not 
attempt to put into language the views of the Board.” ..yhis bill a 
the discretionary mec ‘hanism of S. 76 but expressly} recludes, by a 
proviso, ary future holding company acquisition of a bunk—includ 
ing national banks— \ 





; paid ; wares. 
if, under the circumstances, the acquisition of such owns, ip or control of 
¢ 


shares of a State bank would be expressly prohibited by statutes of such 


State— Xs 


presumably through the medium of holding chy any legislation 
passed or to be passed by such State. MS 

In our presentation, we shall not indulge in ‘\,,4' assumptions or 
arguments as to the respective merits of unit, braj .|,,.chain and hold 


ing company banking for the simple reason thay .\ ede lieve the real 
issues lie elsewhere. On the other hand, we do a-sring, as does appar- 
ently everyone else, that all four of these bank) ny Mc tures, which 
have existed side by side for many years, are .o be with us for an 
indefinite future period, which seems to dictate the avoidance of vitu- 
perative comparison. We doubt if any one of these structures has an 
exclusive copyright on adequate, sound, and competitive banking. 
Incidentally, we reaflirm our faith in the dual banking a 7 We 
question whether holding company regulation should be inflexibly 
predicated on any particular type * banking structure, assumed for 
the purposes of such regulation to be the ‘presently or ultimately 
desirable structure. We assume io as we did in our association’s 
1947 report, that the Federal laws in respect of branch banking by 
national banks are to remain unaltered. 

On such premises, therefore, the transcendant issue, as we see it, 
is how to provide adequate regulation of holding company expansion 
and yet preserve a flexibility and uniformity in the development and 
coordination of our Nation’s banking structure, to the end that it may 
meet the changing requirements of adequate, sound, and competitive 
banking—free from any undue internal or external pressures in the 
course of its evolution. 

Before embarking on a discussion of the proposals now before this 
committee, it may ‘be appropriate to refresh our recollection of the 
holding company issue and also the history and present status of our 
bank structure. Bank holding companies made their first appearance 
about 1890. They have in the past at times been much more numerous 
than at present. Strangely enough, geographically they apparently 
have followed no partic ular pattern in relation to branch banking and 
nonbanking areas. Many operations which may now be deemed 
to be holding company operations, have arisen fortuitously without 
any preconceived intention to engage in the classical type of holding 
company operations, to wit, the controlling ownership of stock in two 
or more banks for the avowed purpose of operating a group of 
affiliated banks. 

Until about a quarter of a century ago, bank holding company op- 
erations were not a matter of much banking or public concern. fi 
the 1920’s the degree of expansion of some of the classical-type hold- 
ing companies created a situation sufficient to call for Federal legisla- 
tion in 1933, designed primarily to assure the soundness of the banks 
and to regulate the degree of a holding company’s control over its 
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affiliated banks by the device of requiring voting permits from the 
Federal Reserve Board to vote the stock of such banks. There has 
been a growing opinion that such regulation has proved to be in- 
adequate. 

A considered appraisal of the concept that a holding company 
operation should be legally declared to be a branch banking system 
and its regulation be frozen to the branch banking laws of the respec- 
tive States, requires some prefatory comments. At the threshold, 
branch banking and holding company banking are quite different. 
A holding company operation is a multiple-bank operation through 
common ownership or control. Branch banking is a single-bank op- 
eration from more than one office. Both in fact and legal incidences, 
they have little in common, except that a holding company through its 
affiliated banks, may reflect the advantages or disadvantages—de- 
pending on one’s point of view—inherent in branch banking through 
aeorm 3 offices. The Federal Government has consistently recog- 
nized the differences between branch banking and holding company 
banking. Likewise, the respective States, so far as we have discerned, 
have uniformly over the years never considered their branch banking 
laws as controlling in respect of holding company operations or even 
as a declaration of the State’s public policy in respect of holding 
company operations, except, possibly, the qualified opinions issued 
during the last year by the legal authorities of 2 or 8 of the non- 
branch banking States. In fact, some States within their own 
boundaries countenance holding company operations of a geographi- 
cal scope greater than the law permits in respect of branch banking. 

Secondly, this concept of freezing holding company regulation to 
the branch banking laws of the respective States, should be appraised 
in the light of our present bank structure—holding companies ex- 
cluded. Among bankers, there are or have been, with varying degrees 
of support, six schools of thought regarding our commercial bank 
structure, to wit: (1) Unit—single office banking, (2) trade-area 
branch banking, regardless of State lines, (3) limited area, within 
State limits, branch banking, (4) statewide branch banking, (5) 
Federal Reserve districtwide branch banking, and (6) nationwide 
branch banking. As we shall see, all such structures have either existed 
or have been proposed in the country in the past. 

We have no intention of engaging in a discussion of the merit of 
these respective structures or of their respective contributions to an 
adequate, sound, and competitive banking system. We believe that, 
howsoever good an argument can be inate for each one of these six 
back structures, possibly the present problem is more one of a lack of 
coordination in our overall banking structure. The problem, of 
course, would be much simpler if all of the States had adopted the 
same structure or if a more uniform structure in respect of national 
banks had been superimposed by the Federal Government. Be this as 
it may, we set forth with historical objectivity, free from argument, 
the present and past attitudes of the Federal Government and the 
respective States in regard to these structures. 

‘ee 1791 to 1836 the Federal Government, in chartering first one 
and then a second Bank of the United States, both of which were 


privately owned and managed, adopted the concept of nationwide 
branch banking. 
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From 1836, with the termination of the charter of the second Bank 
of the United States, to 1863, with the passage of the National Bank 
Act, the Federal Government retired from the banking field. During 
this period, commercial banking was left to the States. It was far 
from a happy period in either its banking or monetary aspects. Asa 
consequence, plus a desire to create a means to finance the war and to 
establish a nationwide currency based on national-bank notes, the 
national-bank system was created in 1863 and State-bank notes were 
tuxed out of existence. 

The National Bank Act of 1863 (1864) was silent on the question 
of branch banking, so successive Comptrollers of the Currency ruled 
that national banks could not engage in branch banking, the rule be- 
ing sustained by the Supreme Court of the United States in First 
National Bank in St. Louis v. Missouri in 1924. This silence was un- 
derstandable, of course, because in 1863 unit banking, the light of the 
Nation’s existing homespun economy, was the vogue. In 1933, when 
national banks were faced with the necessity of converting into State 
banks in order to enjoy the privileges of branch banking enjoyed by 
State banks under some State laws, the Congress, expanding the 
limited metropolitan-area branch banking permitted to national banks 
by the McFadden Act in 1927, ordained the national banks in any 
State could engage in branch banking, with the approval of the Comp 
troller of the Currency, within geographical limits set by the State in 
respect of its own State banks. This was purely a defensive action 
to protect the national-bank system from disintegration. 

With this exception, the Federal Government has taken no af 
firmative action since 1816—the chartering of the second Bank of the 
United States—in respect of our basic bank structure. Possibly it 
should be noted, however, that in a late reprint of the Senate bill. 
which ultimately became the Banking Act of 1933, there was a pro 
vision, sponsored by Senator Glass, for branch banking by a national 
bank, regardless of any State legislation, within the limits of the 
State in which its principal office was located and also, with the ap- 
proval of the Federal Reserve Board, within 50 miles of such office, 
regardless of State lines—it took a filibuster to defeat this provision. 
Moreover, a bill was introduced in the Senate in 1937 to permit Re- 
serve-districtwide branch banking in any State of the district which 
permitted branch banking. 

Acting independently, the States have created a nationwide bank 
structure without pattern, which defies any reconciliation on any con- 
siderations of chronology, geography, density of population or re- 
gional economic and banking requirements. As of today, according to 
a 1951 compilation of the Federal Reserve Board, 18 States—includ- 
ing the District of Columbia, by congressional action—permit state- 
wide branch banking; 17 States permit limited-area—metropolitan, 
countywide, or adjacent-countywide—branch banking, restricted in 
3 States to limited purposes; 10 States expressly prohibit branch bank- 
ing in any form; and 4 States have no legislation—in 3 of which 
branch banking is nonexistent and in 1, Kentucky, limited-purpose 
offices are operated under court decision. 

May I interpolate here, gentlemen, that in the spring of this year, 
Kentucky, by statutory legislation, authorized countywide branch 
banking. I have mentioned just the shifting sands within the re- 
spective States. 
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Of the 86 States—District of Columbia included—which now per- 
mit some form of branch offices—35, through statutes passed spo- 
radically over a span of years from 1908 to 1952—25 had previously 
had no legislation on the subject, yet branch banking had been gener- 
ally taboo, and the remaining 11 had formerly by “statute expressly 
prohibited branch banking in any form. 

Of the 13 States which do not now, and never did, countenance 
branch banking in any form, 9 have confirmed their policy by pro- 
hibitive statutes—passed sporadic: ally over the years from 1868 to 
1939—and 1, Texas, by constitutional provision—the remaining 3 
have never had any legislation on the subject. So much for our 
State branch banking structures. 

The concept that the Federal Government should adopt the holding- 
company laws of the respective States as a standard for its regulation 
of holding-company expansion, likewise requires some prefatory 
comments. 

At page 29, part 1, of these hearings, there is a list, submitted by the 
Federal Reserve Board, of State laws relating to bank holding com- 
panies and affiliates of banks. The laws of some 15 States are included. 
A cursory reading of these laws indicates that only 1 State, Missis- 
sippi, expressly bans the formation of corpor: itions for group bank- 
ing purposes, and 1 State, Vermont, prohibits corporate holding of 
corporate stocks as a primary business, That is a general corporate 
law. 

Of the other 13 States included in the compilation, 9, inferentially 
at least, recognize the legality of holding company operations and 
provide some form of regulation, and none of'them deals with the 
question of holding company expansion. 

The laws of the other four States included in the list refer solely to 
bank affiliates. Presumably the laws of the other 34 States—Dis- 
trict of Columbia included—which are not included in the list, have no 
bank holding company legislation. 

With this somewhat lengthy factual background behind us, we 
come to our appraisal of the four pending proposals regarding the 
regulation of bank holding company expansion, We shall refer to 
expansion over State lines as “interstate” expansion and expansion 
within a State as “intrastate” expansion. 

We repeat that the transcendant issue, as we see it, is how to provide 
an adequate regulation of holding company expansion and yet pre- 
serve a flexibility and uniformity in the development and coordination 
of our Nation’s banking structure, to the end that it may meet the 
changing requirements of adequate, sound and competitive banking— 
free from any undue internal or external pressures in the course of 
its evolution. 

S. 76: As to both interstate and intrastate expansion. S.76 proposes 
Federal regulation by Federal agencies, acting within specified dis- 
cretionary powers designed to avoid any inordinate holding com- 
pany expansion but at the same time to afford some flexibility in order 
to avoid an arbitrary freezing of our banking structure regardless of 
the consequences. This is the mechanism proposed in S. 2318 of the 
8ist Congress and the one adopted in our association’s 1947 report. 
It is, in the main, the mechanism proposed in the committee print. 

For your information, the committee print is the one that was pre- 
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sented by Governor Robertson of the Federal Reserve Board. I call it 
‘he committee print; some people call it the draft. 

As to S. 1118: As to interstate expansion, S. 1118 would, by Federal! 
law, set up an absolute prohibition. Conceding that this proposa| 
has the merit of relying on a Federal law as a basis for Federal regu- 
lation and conceding, further, that such a prohibition is automatic 1” 
its application, we conclude that it overshoots the mark and is un- 
desirably and unnecessarily restrictive. We believe that there must be 
some flexibility in the treatment of interstate holding company 
expansion. Obviously, so long as the respective branch banking 
statutes of the States are to determine the geographical scope of 
branch banking by both national and State banks, the scope of branch 
banking cannot extend over State lines. 

It would seem, therefore, that any proposed holding company in- 
terstate expansion, if coordination is our goal, should be carefull) 
scrutinized. There may well be, however, particular cases where a 
holding campany acquisition over State lines would concededly con 
tribute to sounder, more adequate and more competitive banking, 
without any undue encroachment on the bank structure or banks of a 
State or on the Nation’s banking structure. 

Incidentally, it is conceivable that such an interstate acquisition by 
a holding company might be the only medium through which de- 
positors of a bank in distress, be it a National or a State bank, could 
be protected. If so, it would seem that the Federal Deposit Insurance 
Corporation, the Comptroller of the Currency and the bank super- 
visors of the respective States should be interested in preserving some 
flexibility in interstate acquisitions by holding companies. In any 
event, it should be of interest to the banks which pay assessments to 
the Federal Deposit Insurance Corporation. 

We, therefore, oppose the rigid and inflexible provision of S. LLLS, 
which categorically prohibits any interstate holding company ex- 
pansion. Incidentally, this proposal is apparently also opposed by 
the American Bankers Association, the Federal Reserve Board and 
presumably the Comptroller of the Currency and the Federal Deposit 
Insurance Corporation. In fact, until the relatively recent advent of 
S. 1118, the Independent Bankers Association, so far as our knowl- 
edge goes, did not take such an inflexible position. 

As to intrastate expansion. S. 1118 provides that it be permitted 
only “in conformity with the laws governing the branches of banks 
in such States.” Does this contemplate, we inquire, that in the 18 
States which permit statewide branch banking, the Federal Govern- 
ment, should be under pressure to approve unlimited holding com- 
pany operations within such States, regardless of the effect on the 
banks and the bank structure in any such State? Apparently so, be- 
cause S. 1118 contains no other standards for discretionary Federal 
approval or disapproval of such expansion although it attempts to 
fill the gap by conferring on Federal and State bank supervisory 
agencies an unqualified authority to approve or disapprove in their 
sole diseretion any proposed expansion. Is the same result to pertain 
in limited-area branch banking States—that is, unregulated holding 
company expansion within such limited area—regardless of its effect 
on the banks within such limited area? Furthermore, is every State 
to be deprived, by Federal law, of its privilege if it so desires, to treat 
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holding company expansion and branch banking differently on their 
merits 

In view of the above considerations, we conclude that the Federal 
Government, in undertaking Federal regulation of bank holding com- 
pany intrastate expansion, “should not “predic ate such regulation on 
the varied branch banking laws of the respective States in that by so 
doing it would (1) foster the creation of confused and diversified 
holding company structures, (2) fail in the accomplishment of any 
uniformity in the treatment of intrastate holding company expan- 
sion, (3) transfer, in effect, the control of such regulation to the re- 
spective States, (4) limit elbow room for any concededly desirable 
acquisition, and (5) deprive a State of its right to treat holding com- 
pany intrastate expansion and branch banking independently on their 
respec tive merits, 


\MERICAN BANKERS ASSOCIATION’S PROPOSAL 


As to aes expansion, the American Bankers Association’s 
proposal, by way of amendment of S. 1118, would prohibit any such 
acquisition unless the State—in which the to-be-: acquired bank is 
located—by its holding company law expressly permits such acquisi- 
tion. We are seriously concerned over this proposal, not only be- 
cause . is, in effect, State regulation under the guise of Federal regu- 
lation, but primarily because it portends a crazy-quilt pattern of hold- 
ing company structures unrelated to adequate nationwide regula- 
tion of holding company interstate expansion. 

Are we to contemplate that the 48 States—not to mention the Con- 
gress in respect of the District of Columbia—are to be agitated into 
passing some kind of holding company legislation with possibly a re- 
sultant superimposition of a holding company pattern even more 
confused than the present branch banking pattern? If we assume, 
for the argument, that several States—contiguous or scattered—af- 
firmatively permit foreign holding companies to acquire banks— 
both National and State—located within their States, is such State 
legislation to be the sole determining factor as to the desirability and 
availability of holding company paceman acquisition in all of such 
States ¢ App: rently so, because S. 1118 contains no other standards 
for discretionary approval or r disapprov: al of such expansions, and 
the American Bankers Associ atten proposes that the Federal Govern- 
ment should commit itself to respect the laws of the states and to 
ininimize the degree of Federal discretionary powers in the regulation 
of holding company expansion. 

If it be said that no State would pass such affirmative legislation, 
then apparently the proposal is aimed at a freeze of holding company 
interstate expansion. If this be our goal, S. 1118 is a more direct 
— acceptable approach to such a result in that it expressly prohibits 
by Federal law any holding company expansion over State lines. 

As to intrastate expansion, the American Bankers Association pro- 
posal would prohibit such expansion within a State whose laws ex- 
pressly prohibit it. We are also seriously concerned over this pro- 
posal. Are we to assume, in respect of States without such a pro- 
hibitory law, that intrastate expansion would be unregulated and 
wide open, regardless of its effect on the banks and banking structure 
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in such States and the Nation’s overall banking structure’ Ap- 
parently so, because S. 1118 contains no statutory discretionary stand- 
ards under which such expansion is to be, otherwise approved or dis- 
approved. Surely we should not delegate to any Federal or State 
supervisory agencies unqualified authority to make such decisions. 
Yet, S. 1118, apparently, attempts to fill the gap in just such a man- 
ner. Such, surely, is not a minimization of discretionary powers. 

Incidentally, the contemplated holding company legislation of the 
respective States is, it is assumed, to be addressed to acquisitions by 
holding companies as defined by the Congress, but such definition is 
subject to change, so the States may, in order to play it safe, phrase 
their holding company legislation, howsoever improvident, to cover 
generally any corporate ownership of bank stocks. It would seem 
desirable to explore the confusion that might ensue if the respective 
States should pass conflicting holding company laws and also consider 
the question as to who would be the interpreter of these laws should 
they be ambiguous or not immediately addressed to an acquisition by 
a “holding company” as defined, from time to time, by the Congress. 
Moreover, we should inquire as to which would take precedence over 
the other, viz, the state prohibitory law or a Federal exemption pro- 
vision. 

We respectfully submit, therefore, that the Federal Government, 
n undertaking Federal regulation of bank holding company expan 
sion, either interstate or intrastate, should not predicate such regu- 
lation on an existence or nonexistence of State bank holding com- 
pany laws or the permissive or prohibitive aspect of such State laws. 
‘or what compelling reason, we have inquired, should such proposals 
be adopted if they promise to (1) defeat uniformity and flexibility 
in the coordination of the Nation’s banking structure, (2) foster the 
creation of confused and diversified holding company structures, (3) 
potentially agitate the 48 States into passing holding company legis- 
lation of varying and even conflicting types, (4) raise the problem 
of Federal interpretation of any ambiguous State statute, (5) substi- 
tute multiple-pattern State regulation for a single-pattern Federal 
regulation, (6) foreclose action in respect of any desirable holding 
company acquisition or acquisitions, and (7) defeat or cripple the 
basic purpose of the legislation, to wit, a more adequate Federal 
regulation of bank holding company expansion. 

Committee print—this is the one submitted by Governor Robertson : 
As to both interstate and intrastate expansion, the committee print, 
we believe, is on the right track when it delegates to a Federal agency, 
or agencies, an authority to approve or disapprove any holding-com- 
pany acquisition to be exercised in its discretion within the limits of 
specified statutory standards. Such a procedure affords Federal reg 
ulation under a single uniform pattern, which promises adequate vet 
flexible regulation of holding company expansion at both nationwide 
and regional levels. 

Unfortunately, we believe, the committee print backtracks on itself 
by adding a proviso that no acquisition—interstate or intrastate—of 
either a State or national bank shall be approved— 
if, under the same circumstances, the acquisition * * of shares of a- State 
bank would be expressly prohibited by the statute of such State. 
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Incidentally, in the absence of further specification, the meaning 
of the qualifying phrase “under the same circumstances” is quite 
elusive and seems to embrace a multitude of variables. 

This proviso, we respectfully submit, presents the same question 
marks which we have raised in respect of the American Bankers 
Association proposals by way of amendment of 8, 1118. To avoid 
repetition, we merely repeat here our inquiry as to what compelling 
reason is there for the adoption of the proviso of the committee print, 
particularly in view of the fact that the committee print, as distin- 
guished from S. 1118, provides a primary Federal discretionary regu- 
latory process, which presumably is deemed to be adequate in the 
absence of any prohibitory legislation by a particular State. 

We believe that the proviso is not only unsound in principle, as we 
shall point out, but also that it is unnecessary to the accomplishment 
of the intent of the committee print and the goals of the proposed 
legislation. It is to be assumed that the proponents of the committee 
print deem its Federal discretionary process will afford adequate 
regulation, in the absence of any State prohibition within the contem- 
plation of the proviso. If so, to what purpose is the proviso added 
when, if there be a State prohibition, it forecloses the use of such an 
adequate Federal discretionary process with a consequent loss of uni- 
formity and flexibility in the regulation of both interstate and intra- 
state expansion. 

In his testimony, Governor Robertson of the Federal Reserve Board 
objected, quite properly, to any Federal dictation to any State to the 
effect that it could not permit holding-company operations in the 
State if it prohibited branch banking because such State might, in spite 
of its prohibition of branch banking, want a holding company to come 
into the State in an emergency period, as, he said, one State did in 
the 1930's. 

By the same token, it would seem that the Federal Reserve Board, as 
to its member banks, the Comptroller of the Currency, as to national 
banks, and the Federal Deposit Insurance Corporation, as to insured 
banks, should be equally concerned about State dictation to the Fed- 
eral Government, under similar circumstances, to the effect that the 
Federal Government cannot under any circumstances permit a holding 
company to acquire any bank, even though it be a national bank or a 
State member federally insured bank, regardless of the fact that 
Federal requirements might clearly dictate to the contrary. 

We are not solely concerned here with what a particular State may 
or may not ordain as to holding company banking in respect of its 
own State banks. We are, rather, seeking a means to coordinate the 
Nation’s overall banking structure and to preserve sound, adequate, 
and competitive banking at regional levels. Obviously, the proviso 
invites a further distortion rather than coordination of the Nation’s 
overall banking structure and it is not necessary, we believe, to a pres- 
ervation of sound, adequate, and competitive banking at regional 
levels or to a due recognition of the banking structure of the respective 
states. 

The bank structure in a particular city or State reflects the State’s 
attitude in respect of the bank structure it desires. This attitude is 
derived from many sources, such as its branch-banking statutes, its 
treatment of holding companies, its general corporation laws, its court 
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decisions, the opinions of its legal authorities and, fin: illy, mere cus- 
tom—such as in the three States which have no branch-banking laws 
and, even in the absence of statute, no branch banking is permitted. 
Such respective types of bank structure, although quite at variance, 
are easily discernible in each State for all to see 

If so, it would seem that the Federal Reserve Board, applying ap 
propriate discretionary statutory standards, could readily and accu- 
‘ately appraise any proposed acquisition—be the bank national « 
State, or be the acquisition interstate or intrastate—in the light of its 
effect on the existing bank structure of the particular State and the 
maintenance of sound, adequate, and competitive banking within such 
State. Such a result would seem to be amply assured by the com- 
mittee print’s requirement that, prior to approving any acquisition— 
the administering agency shall consider any views or recommendations which 
may be submitted by the Federal bank supervisory authorities, said Federal and 
State authorities to be given notice of the proposed action and allowed 30 days in 
which to submit their views and recommendations. 

In fact, such an integrated tripartite advisory mechanism, includ- 
ing the State supervisory authority, the C omptrolle r of the Currency, 
and the Federal Deposit Insurance Corporation, coupled with the 
Federal Reserve Board discretionary process, under appropriate dis- 
cretionary statutory standards, would seem to afford a more adequate 
protection to the integrity of the bank structures of the respective 
States than would any independent State veto power limited to its 
own State banks, linked with an independent veto power in the Comp 
troller of the Currency limited to national banks. 

In passing, the Office of the Comptroller of the Currency has, in 
testimony here, disclaimed any desire for such a veto power. Inci 
dentally, the time has long passed since there was any novelty about 
lodging in the Reserve Board dise retionary powers applicable on a 
parity to both national and State member banks. 

In respect of the committee print, therefore, we, in the light of the 
above considerations, approve its discretionary process under specified 
statutory standards—with some editing thereof—and also its tripar- 
tite advisory mechanism but urge the deletion of its proviso which 
gives every State a veto power which would proscribe the Federal dis 
cretionary process in respect of national bank acquisitions and unqual- 
ifiedly outlaw any acquisitions of any State or any national — 

regardless of the merits or adverse consequences in a particular case. 

Tn reaching this conclusion in respect of the proviso we are Hot un 
mindful of a concept underlying our dual banking system to the effect 
that the Federal Government should respect a State’s dominion over 
its own banks and banking system. Conceding the validity of this 
concept—by passing, however, the question whether in this instant leg- 
islation a State should have an absolute veto power over the approval 
of a holding company acquisition of a federally insured State bank 
we are faced with a companion concept to the effect that the respective 
States should not aspire to, and should not be granted, any dominion 
over national banks or the national bank system. Surely, the dual 
banking system is a two-way street. 

At this juncture, departing from our committee statement, may | 
interpolate a personal observation. The respective States have no 
inherent independent right to dictate to the Federal Government in 
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respect to the ownership of shares of national banks and any attempt 
to do so would clearly bs unconstitutional. I have prepared a brief 
personal memorandum on this subject and request that it be inserted 
in the printed hearings at this point. 

Senator Bennerr. It will be inserted in the record. 

(The memorandum referred to follows :) 


MEMORANDUM RE STATES’ RIGHTS, PRESENTED BY HAROLD V. AMBERG 


Much of the current discussion in respect of “holding company” expansion 
seems to rest on the concept that States’ rights inescapably bespeaks some State 
dominion over national banks—more particularly, a right to dictate in respect of 
the corporate acquisition of shares of national banks. It is the purpose of this 
memorandum to explore this concept to the end that our thinking, as to holding 
company legislation, may not be confused by any misapprehension in these re- 
spects. My comments, although directed immediately to national banks, are, 
in some aspects, applicable to State banks which are members of the Federal 
Keserve System and the Federal Deposit Insurance Corporation and nonmember 
bank State banks which have elected to become members of the Federal Deposit 
Insurance Corporation. 

As to States’ rights, the line of demarcation between Federal rights and State 
rights, in the banking field, is easily discernible from numerous decisions of the 
Supreme Court—I quote from a few of the more salient decisions. 

(McCulloch v. Maryland, 4 U. S. 415 (1819).) The State of Maryland had 
imposed a stamp tax on the notes of the second Bank of the United States which, 
with its home office in Philadelphia, had a branch in Baltimore. The second 
Bank of the United States was a nationally chartered but substantially privately 
owned and managed bank. The Supreme Court of the United States, in an unani- 
mous opinion, delivered by Chief Justice Marshall, said: 

“After the most deliberate consideration, it is the unanimous and decided opin- 
ion of this court, that the act to incorporate the Bank of the United States is a 
law made in pursuance of the Constitution, and is a part of the supreme law of 
the land” (p. 432) 

* + * * - a * 

“It is of the very essence of supremacy to remove all obstacles to its action 
within its own sphere, and so to modify every power vested in subordinate gov- 
ernments, as to exempt its operations from their influence. This effect need not 
be stated in terms. It is so involved in the declaration of supremacy, so neces- 
sarily implied in it, that the expression of it could not make it more certain” 
(p. 434). 

x * * * ca * x 

“The sovereignty of a State extends to every thing which exists by its own 
authority, or is introduced by its permission; but does it extend to those means 
which are employed by Congress to carry into execution powers conferred on 
that body by the people of the United States? We think it demonstrable that 
it does not. Those powers are not given by the people of a single State. They 
are given by the people of the United States, to a government whose laws, made 
in pursuance of the constitution, are declared to be supreme. Consequently, the 
people of a single State cannot confer a sovereignty which will extend over 
them” (p. 485). 

* * cd * * * x 

“The Court has bestowed on this subject its most deliberate consideration. 
The result is a conviction that the States have no power, by taxation or otherwise, 
to retard, impede, burden, or in any manner control, the operations of the con- 
stitutional laws enacted by the Congress to carry into execution the powers 
vested in the General Government. This is, we think, the unavoidable conse- 
quence of that supremacy which the constitution has declared.” 

* » * * * * * 

“We are unanimously of opinion that the law passed by the Legislature of 
Maryland, imposing a tax on the Bank of the United States, is unconstitutional 
and void” (p. 439). 

(Veazie Bank y. Fenno, 7) U. S. 523 (1869).) In pass on the right of the 
Federal Government to tax State bank notes (even to the point of extinction) 
the Supreme Court of the United States said, at page 549: 

“Having thus, in the exercise of undisputed constitutional powers, undertaken 
to provide a currency for the whole country, it cannot be questioned that Con- 
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gress may, constitutionally, secure the benefit of it to the people by appropriate 
legislation. * * * Congress may restrain, by suitable enactment, the circulation 
as money of any notes not issued under its own authority. Without this power, 
indeed, its attempts to secure a sound and uniform currency for the country 
might be futile. Viewed in this light, as well as in the other light of a duty 
cn contracts or property, we cannot doubt the constitutionality of the tax under 
consideration. 

(Farmers National Bank vy. Dearing, 91 U. S. 29 (1875).) In passing on the 
Usury Act of 1864, which limited the national bank penalty for usury to a loss 
of interest, as distinguished from a loss of principle as provided in the laws of 
some States, the Supreme Court of the United States, referring to the act of 
1864 which created the national banking system, said at page 33: 

“The constitutionality of the act of 1864 is not questioned. It rests on the 
same principle as the act creating the second bank of the United States. The 
reasoning of Secretary Hamilton and of this court in McCulloch v. Maryland 
(4 Wheat. 316) and in Osborne vy. The Bank of the United States (9 id. T08) 
therefore, applies. The national banks organized under the act are instruments 
designed to be used to aid the Government in the administration of an important 
branch of the public service. They are means appropriate to that end. Of 
the degree of the necessity which existed for creating them Congress is the sole 
judge. 

“Being such means, brought into existence for this purpose, and intended to 
be so employed, the States can exercise no control over them, nor in any wise 
affect their operation, except insofar as Congress may see proper to permit. 
Anything beyond this is ‘an abuse, because it is the usurpation of power which 
a single State cannot give.’ Against the national will ‘the States have no power, 
by taxation or otherwise, to retard, impede, burthen, or in any manner control, 
the operation of the constitutional laws enacted by Congress to carry into execu- 
tion the powers vested in the General Government.’ ”’ 

(Baton v. Towa, 188 U. 8. 220 (1902).) In denying the right of a State to apply 
to national banks special criminal laws of the State applicable to its own State 
banks, the Supreme Court said: 

“That legislation has in view the erection of a system extending throughout 
the country, and independent, so far as powers conferred are concerned, of 
State legislation which, if permitted to be applicable, might impose limitations 
and restrictions as Various and as numerous as the States” (p. 229). 

“It thus appears that Congress has provided a symmetrical and complete 
scheme for the banks to be organized under the provisions of the statute. 

“It is argued by the learned Attorney General on behalf of the State of 
Iowa that ‘the effect of the statute of Iowa is to require of the officers of all 
banks within the State a higher degree of diligence in the discharge of their 
duties. It gives to the general public greater confidence in the stability and 
solvency of national banks, and in the honesty and integrity of their managing 
officers. It enables them better to accomplish the purposes and designs of the 
General Government, and is an aid, rather than impediment, to their utility and 
efficiency as agents and instrumentalities of the United States.’ 

“But we are unable to perceive that Congress intended to leave the field open 
for the States to attempt to promote the welfare and stability of nationa! banks 
by direct legislation. If they had such power it would have to be exercised and 
limited by their own discretion, and confusion would necessarily result from 
cones possessed and exercised by two independent authorities” (pp, 231 and 
232). 

(Missouri vy. First National Bank, 263 U. S. 640 (1924).) The Supreme Court 
of the United States, in passing on branch banking powers of national banks 
under the act of 1864, said, at page 656: 

“National banks are brought into existence under Federal legislation, are in- 
strumentalities of the Federal Government and are necessarily subject to the 
paramount authority of the United States. Nevertheless, national banks are 
subject to the laws of a State in respect to their affairs unless such laws interfere 
with the purposes of their creation, tend to impair or destroy their efficiency as 
Federal agencies or conflict with the paramount law of the United States.” 

From the above citations it would appear to be quite clear that if any State 
should presume to legislate in respect of the corporate ownership of the shares 
of national banks, such legislation would be unconstitutional, because it would 
be an attempt to control the national bank system and conflict with the para- 
mount law of the United States which recognizes the legality of a controlling 
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corporate ownership of the shares of national banks. Incidentally, the Supreme 
Court of the United States (Bank vy. Lanier, 78 U. 8. 369, p. 377) has stated that 
“the power to transfer their stock is one of the most valuable assets conferred 
by Congress on banking associations.” It seems clear, therefore, that the 
respective States enjoy no right to dictate to the Federal Government in respect 
of the corporate ownership of shares of national banks, Moreover, if any State 
should attempt to legislate in such respects, such legislation would be 
unconstitutional. 

Reterring to the paragraph entitled “States’ Rights” in the memo- 
randum of the Views of the Board of Governors of the Federal Re- 
serve System, printed hearings—part I, page 39, I am reasonably con- 
fident that the phrase “States’ Rights” wherever used in that para- 
graph, does not contemplate any inherent independent right in the 
respective States to dictate to the Federal Government in respect of 
the ownership of shares of national banks. There appears, however, 
to be an inference in this paragraph of the Reserve Board memoran- 
dum that the States enjoy some intangible nonlegal right and that the 
Federal national bank branch banking law, in principle, is a precedent 
which requires the Federal Government to confer on the States a 
dominion over the ownership of the shares of national banks. In this 
respect, 1 here resume reading from our committee statement. 

The fact that a sponsorship of such a State dominion emanates from 
within the Federal Reserve Board leads us to some elaboration of our 
presentation on this point. The Congress has consistently been a 
jealous mistress of its national bank system. In limiting its own na- 
tional banks to a scope of branch banking commensurate in any State 
with that permitted . the State in respect of its own State banks, the 
Congress, not the respective States, laid down its own law. Moreover, 
within such limitation the regulatory power over national bank branch 
banking was vested in the Comptroller of the Currency, not the State 
bank supervisors. 

Apparently, however, the Federal Government’s adoption of State 
branch banking limitations as a measure of the scope of permissible 
branch banking by its national banks has created a “frame of mind” 
in some quarters that the respective States enjoy a dominion over the 
national banks within their borders. Of course, such is not the case. 
The national branch bank legislation of 1933 reflects a self-contained 
Federal policy and the States have no “rights” and have been granted 
no privilege to accept or reject this policy or to add to or subtract from 
it in any manner whatsoever. It is not a valid precedent for any sur- 
render to the States in respect of Federal control over its own crea- 
tures, to wit, the national bank system, the Federal Reserve System 
and the Federal Deposit Insurance Corporation. 

The Federal Government, over the past 40 years, has moved coura- 
geously and effectively to fortify and coordinate the Nation’s banking 
system. Isthe Federal Government, at this late hour, to put its seal of 
approval on this “frame of mind” by aflirmatively delegating to the 
respective States a privilege to veto Federal policy affecting national 
banks and the national-bank system and thus abdicate the Federal 
Government’s right and obligation to develop coordinated stability in 
our nationwide banking structure. 

The correctness of the above interpretation of the principle under- 
lying the 1933 Federal national bank branch banking legislation is am- 
ply confirmed in the recent decision—December 1953—of the Supreme 
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Court of Michigan in the so-called Livonia case. In this case the 
State of Michigan sought, by quo warranto proceedings, to force a na- 
tional bank to surrender a branch opened with the consent of the 
Comptroller of the Currency, acting on his construction of the limita- 
tions imposed by Michigan law in “respect of branch banking by its 
State banks. In a unanimous opinion, the court dismissed the pro- 
ceedings on the ground that the State of Michigan had no authority in 
the matter. The court’s opinion, in part, reads as follows: 

Unlike St. Louis and Anderson, in the instant case there is a Federal law gov- 
erning the subject matter. The National Bank Act provides for and governs 
the establishing of branches by national banks. It has left no area to be oc- 
cupied by a State statute covering the subject. * * * Here Congress has not del- 
egated to the States power to enact legislation forbidden or governing the estab- 
ishment of branches by national banks. Rather the act of Congress has fixed 
and set the standard by which it must be determined whether a national bank 
may establish a branch, namely, whether the State law permits it to be done 
by State banks. Violation of the standard offends against Federal, not State 
law, for how can a national bank be guilty of violating a restriction imposed 
by State law on State banks. Clearly distinguishable is the situation in Bay 
City and Worcester in which the act of Congress provides for a course of action 
by a Federal agency when and if it is not prohibited by State law, for in such 
case it is the State law, while in the instant case it is the act of Congress, which 
either permits or prohibits the act in question. 

Assuming that the Congress should recognize the rights of the 
respective States to control their own banks ‘and banking systems, it 
is clear that the Congress need defer to the respective States in respect 
of its own creatures only to the extent that it deems such deferment to 
be desirable from the nationwide viewpoint. 

Asa rule, the Congress has followed this precept. In creating the 
national-bank system and an exclusive national bank note currency by 
taxing State banks notes out of existence in the sixties, the Con- 
gress did not hestitate to ignore State banking systems, in order to 
accomplish what was deemed to be an overriding nationwide require- 
ment. On the other hand, the Congress in 1913 based the Federal 
Reserve System on the national-bank system by making membership 
compulsory for national banks, deferring, hower, to the respective 
States in respect of their own banks by making State bank member- 
ship optional. 

As to the Federal Deposit Insurance Corporation, however, the 
Congress in 1935 made membership compulsory for not only national 
banks but also State member banks of the Federal Reserve System. 
In other instances, however, by way of coordinating the national 
bank operations with the respective State bank operations, it has not, 
excepting instances where is has seen fit to ordain otherwise, inter- 
fered with the application of State laws to the operations of national 
banks, 

We recall no instance, however, where the Congress has aflirmatively 
delegated to the respective States any dominion over national banks or 
the national-bank system. The suggestion that the Congress should, at 
this late hour, confer on the States a dominion over the ownership of 
national banks, seems to us to be quite revolutionary. If a State, 
however improvidently, unconditionally bans or restricts corporate 
ownership of the shares of its State banks, by what reasoning, we in- 
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to its national banks and the Federally insured State member bank 
within such particular State / 

We hazard an opinion that many States would hesitate to pass such 
restrictive legislation lest they be charged with a lack of due respect 


for the dual banking system and also a disregard of the welfare of the 


Federal Reserve System and the Federal Deposit Insurance Corpora 
tion, of which so many of their banks are members, not to mention the 


best interests of their own State banks standing alone. If any State, 


however, should pass such legislation, by what token is the Federal 
Government under obligation to adopt such restrictive legislation in 
respect of its own national banks and federally insured State mem 
ber banks? Some of us are old enough to remember the vital part 
played in the early thirties by industrial corporations which moved 
into the banking field in some of their industrial centers to protect 
public funds and the deposits of their employees. 

Finally, the Congress in the last 40 years has taken bold steps to 
coordinate our dual banking system and to fortify and unify our 
nationwide banking system, as witnessed by the creation and expan 
sion of the Federal Reserve System, the creation of the Federal De 
posit Insurance Corporation, and other provisions of the Banking 
Acts of 1933 and 1935. 

In short, in essential aspects, all national banks and State member 
banks now function as a unified system under privileges and require- 
ments prescribed either expressly by Federal law or the regulations 
of the Federal Reserve Board and other Federal supervisory agen 
cies, predicated on discretionary powers lodged in them by the Con- 
gress. The proposal that the Congress should turn over to any of the 
respective States a control of Federal policy in respect of “holding 
company” regulation, encompassing as it does both the interstate and 
intrastate acquisitions of both national and federally insured State 
member banks, involve, it would seem, a retrogressive reversal of 
Federal policy and a potential road block te the Federal Government’s 
struggle upward to a better coordinated and more stable nationwide 
banking structure and system. 


SUMMARY AS TO FUTURE EXPANSION 


We summarize our conclusions on the question of future expansion. 
First, we submit that all practical considerations and historical trends 
in the development of our nationwide dual banking structure, as we 
have outlined them above, clearly bespeak the elimination in this 
proposed legislation of any grant to respective States of a veto power 
over a bank holding company acquisition of a national bank, not to 
mention federally insured State member banks. 

Secondly, we believe that a compulsory application of a State law 
in respect of State banks within the State and the application of a 
Federal discretionary process in respect of national banks within the 
State will lead to a conflicting and self-defeating treatment of hold 
ing-company expansion within the State and the development of a 
bewildering pattern of holding-company structures within the Na 
tion—particularly if some States pass permissible legislation, others 
pass prohibitory legislation, and others do not pass any legislation at 
all. 
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Thirdly, it appears quite evident to us that the Federal discretion- 
ary process, coupled with the advisory mechanism, without any State 
veto power, recognizes and will afford, as we have pointed out above, 
ample reflection of a State’s attitude toward its own banking struc- 
ture without undue impingement on the State’s banks or banking sys 
stem. 

Fourthly, we conclude that the Federal discretionary process, 
coupled with the advisory mechanism, but without any veto power in 
the States, is the only process which has the abiding merit of promis- 
ing uniform regulation of nationwide scope and like treatment and 
protection to both State and national banks within a particular State, 
with due recognition of both State and Federal prerogatives and re 
sponsibilities. 

Now, if I am imposing too much on your time, I would like to 





cover 

Senator Benner. Well, our problem is the same as yours. We had 
four witnesses scheduled for today. Half of our time has now been 
consumed. 

Senator Ronerrson. Mr. Chairman, there is one thing in his state 
ment that I would like for him to emphasize, and that is the state- 
ment you made on page 3, that in 1950 you endorsed my bill. 

Mr. Amrrra. Yes, Senator, and I would endorse your bill again, 
with a little change in the statutory standards. 

Senator Roserrson. I have agreed to that little change primarily to 
reflect the recommendations made before us by the Federal Reserve 
Board. Iam willing to take the recommendation concurred in by the 
Comptroller of the Currency, that there will be just one agency in con 
trol. But we will have some statutory definitions on that control and 
not blanket control like my good friend Tom MeCabe insisted on, and 
which really broke it up. 

In 1950 everybody interested in bank holding legislation, Mr. Chair 
man, came to an agreement on my bill, but Mr. McCabe didn’t and 
two members of the subcommittee agreed to waive all the differences 
except the question of joint control between the Comptroller and the 
Federal Reserve Board. Mr. McCabe would not agree to that, so 
Chairman Maybank, when we were about ready to report the bill to 
the full committee, decided that we would start all over again. 

Well, the Korean War started before we could get started and that 
was the end of it. We were then plunged into the Defense Production 
Act and all those war plans were urgent. There is not a single bank 
holding company operating in the State of Virginia. Under the 
present definition, there are only 23 operating anywhere, if properly 
defined, because the bill introduced by Chairman Capehart, by 
request—it wasn’t his bill—places a very strenuous and new defini- 
tion that would declare a lot of companies bank holding companies, 
which are not now and which should not be so declared. 

Mr. Amperc. Mr. Senator, I am quite in agreement with all you 
say. 

S. 76 in principle, I think, is the soundest approach to this matter. 
I regretted very much to see at the end of the printed hearings last 
year that you had capitulated to the Reserve Board in regard to this 
proviso which I am talking about. And if you would show me the 
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courtesy to read that proviso which ought to come out, you may be 
encuraged and resume your former position. 

Senator Ronertson. I read in the paper today that Republican 
leaders of Congress still think we can adjourn by the last of next 
month. I certainly hope they are not overoptimistic. I would like 
to do it, too. Tf we do, there would not be much action completed in 
the Senate on the bank holding company bill. 

I want to say, Mr. Chairman, that Senator Bricker and I have been 
working on a proposal to redraft the last bill that I introduced, tak- 
ing into consideration all the testimony that has been presented, and 
especiallv the recommendations of the Comptroller and the Federal 
Reserve Board. If we stayed here all this summer, and the committee 
wanted to consider bank holding legislation, I am going to ask that 
the committee consider an entirely new bill. I found there would be 
so manv changes in the bill I introduced that it wouldn’t be a work- 
able bill to bring out on the floor of the Senate. 

But the sum and substance of the whole matter is that the pending 
committee bill, so to speak, the one introduced by the chairman, is so 
drastic that we never in the world would have a chance to put it 
through, and I don’t think we should put it through. 

Mr. Ampero. We are in accord on that. 

Senator Bennetr. The Chair would just like to make this observa- 
tion, that since there is a lull in the activities of the committee, this 
gives us an opportunity at least to gather some valuable opinions and 
background material on the whole problem, and I think we should 
go forward with that process. 

Senator Rorertson. I am quite in accord with that. 

Senator Busu. Mr. Chairman, is Mr. Amberg going to put the rest 
of his statement in the record ? 

Mr. Ameperc. I think I can just summarize it, Senator Bush. 

Senator Ronertson. I think it would be better if you put the whole 
statement in the record, because the part I read and the part I have 
here is pretty good. 

Senator Bennett. Mr. Amberg will read it into the record. 

Senator Busu. I would like to ask one question before he gets 
through. 

Senator Bennerr. Do you want to ask it now or wait until he 
finishes the rest of his statement ? 

Senator Busu. I would like to ask it now, if it is agreeable. 

Senator Bennert. It certainly is agreeable. 

Senator Busn. On page 34, in your conclusion, you say, down about 
two-thirds of the way: 

On the other hand, our committee, after considerable deliberation, concludes 
that under existing conditions it would be preferable to forgo additional bank 
holding company legislation at this time- 
and so forth. 

Do I take it from that, that it is your conclusion that at the present 
time, at least, it is best not to have any legislation on this subject ? 

Mr. Ameerc. No. Maybe if I read the conclusions, I eould—— 

Senator Rorerrson. You mean you would rather forego a bill than 
to get a bad one? 

Mr. Ampere. That is right. 

Now, as to coverage 








Se 
hold 
M 
unde 
Se 
M 
Se 
frie} 
coas 
it is 
Si 
Si 
finis 
M 
“ba 
tion 
sha 
bill 
to e€ 
its | 
we 
of 1 
I 
onl 
sha 
ma 
is 
def 
of | 
the 
eles 
not 
for 
its 
an 
of 
acc 
ful 
bat 


bre 
ing 


its 
de 
jo 
asi 
of 
co 
re 


do 


le; 





nay be 


iblican 
f next 
ld like 


‘ted in 


e been 
l, tak 
d, and 
ederal 
mittee 
k that 
uld he 
work 


nding 


|. 18 SO 


put it 


serva- 
>. this 
is and 


hould 
e rest 


whole 
have 


» gets 


til he 


about 


cludes 
| bank 


‘esent 
te 


than 


eres, 


sta a 


< a! 


Ada, 


te. oll ge. 


Ae 


eothewt 


Ad aides 


Odie ail. * 


Bi bite. 


BANK HOLDING LEGISLATION 289 


Senator Busu. Do you feel there is any pressing need for bank 
holding company legislation at the present time 

Mr. Ampere. If we can get hohe company legislation without 
undesirable features and inferences in it, I would say “Yes.” 

Senator Busu. Do you think you can ¢ 

Mr. Amperc. Well, may I read the conclusions on that, Senator? 

Senator Rorerrson. I may say, for the benefit of my distinguished 
friend from Connecticut, that the issue is more serious on the west 
coast and in some Midwest States, like Minnesota, for instance, than 
it is along the Atlantic coast. 

Senator Busu. Iam familiar with that. 

Senator Bennerr. All right, Mr. Amberg, you may proceed and 
finish your statement. 

Mr. Ampere. As to coverage: Coming now to the definition of a 
“bank holding company,” each of the three bills now under considera- 
tion contains a basic formula predicated on a percentage of the total 
shares of a bank or banks owned or controlled by a company. Each 
bill has an alternative provision, designed, in greater or less degree, 
to encompass a stock ownership less than the percentage specified in 
its basic formula. In appraising the merits of these three definitions, 
we are faced at the threshold with a decision as to the desirable scope 
of the coverage. 

If we are to include within the definition “bank holding company” 
only corporations or other legal entities which own or control a bank’s 
shares in an amount sufficient to put them in a position to elect a 
majority of the directors of the bank’s board of directors, the issue 
is greatly simplified. S. 76 and the committee print predicate the 
definition of a “bank holding company” on the ownership or control 
of 50 percent or more of the total number of the bank’s shares or, in 
the alternative, 50 percent or more of the shares voted in the preceding 
election of the bank's directors. 

These definitions are obviously designed to embrace primarily, if 
not solely, a corporation which is in the business of owning banks 
for the avowed purpose of their operation as an affiliated group under 
its outright stock control. Such a holding company, of course, seeks 
and generally attains a 100-percent ownership or control of the stock 
of each of its affiliated banks, to the end that it can be assured of an 
acceptable board of directors and management and also reap its right- 
ful share of the benefits accruing from the services it renders to its 
banks. 

As to such avowed holding companies, therefore, the basic formula 
breaking point of 50 percent ownership of a bank’s shares is, stand 
ing alone, quite adequate and further discussion is unnecessary. 

This brings us to the question whether this legislation is to concern 
itself with any corporations or other legal entities which aspire to a 
degree of control less than that flowing from the election of a ma 
jority of the board of directors of the bank. Everyone agrees, we 
assume, that a stockholder owning appreciably less than the number 
of shares required to elect a majority of the board of directors of a 
corporation may be in a position to control such corporation indi- 
rectly, in the sense of being able to influence substantially, if not 
dominantly, its policies and functions. 

We believe, as advocated in our association’s 1947 report, that any 
legal entity in a position of indirect control of a bank or banks should 
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be included as a bank holding company within the contemplation of 
this legislation. The external pressures which such a holding com- 
pany, 1f unregulated, can exert on the coordination of our banking 
structure and the maintenance of sound, adequate, and competitive 
banking, would seme to merit just as much attention as the internal 
pressure inherent in unregulated operations of the holding company 
exercising outright control of its banks. If we are to reguiate expan- 
sion of the outright- control holding company, it would seem equally 
desirable to regulate the expansion of the indirect-control holding 
company. 

If it be urged that holding companies, such as those engaged pri- 
inarily in the investment business, have not as yet moved into the 
banking field in a degree sufficient to require present attention, our 
answer is that in some instances they already may have. Moreover, 
the potential of undesirable extension of such indirect control of banks 
is sufficient to justify anticipatory legislation. In taking this position, 
we envision the accelerated pace at which investment units, both in 
number and dollar worth, are growing. Such units invest, in the 
main, in nonbank securities but do not deem bank stocks to be be- 
neath their attention. Incidentally, those in the management of 
avowed bank holding companies are schooled in commercial banking 
and are openly a part of our banking structure—to a consider able 
degree, their conduct is governed accordingly. On the other hand, the 
management of investment companies is naturally centered on the 
investment aspects of their operations and less concerned with the 
consequences of their conduct in the banking field. 

If, as we assume, a holding company exercising an indirect control 
of a bank or banks is to be included as a bank holding company 
within the contemplation of this legislation, our final question is as to 
the scope of such inclusion. There are differences of opinion as to the 
percentage of stock ownership required to afford an indirect contro] 
of a corporation. This percentage will, of course, vary in the light 
of the circumstances of a particular case. Conceding the necessity 
of adopting a fixed figure for the basic formula, it does net follow 
that this figure should be arrived at through an arbitrary averaging 
of such conflicting opinions. The goal should be the figure best cal- 
culated to serve the purposes and requirements of this particular 
piece of legislation. Merely as a starting point in our discussion, it is 
to be noted that the Congress, in the Investment Company Act of 1940, 
defined “control” as the “power to exercise a controlling influence 
over the management or policies of a company, unless such power is 
solely the result of an offic ‘lal position with such company” and went 
on to prescribe that any “person”—which includes legal entities— 
owning beneficially, either directly or indirectly, “more than 25 per 
cent of the voting securities of a company shall be presumed to con- 
trol such company” and any person or company “not so owning more 
than 25 percent of the voting securities of any company shall be 
presumed not to control such company” and, further “any such pre- 
sumption may be rebutted by evidence but * * * shall continue until 
a determination of the company * * * is made by the Commission.” 

Incidentally, in another aspect, the Investment Company Act of 
1940 prescribes that any cor porate ownership of 5 percent or more of 
the outstanding voting securities of a corporation shall, for the pur- 
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poses of the act, make such corporation stockholder an affiliate of the 
corporate the shares of which it owns. 

Coming now to the formula contained jn the three bills under con- 
ae ‘ation, it is obvious that the identical 50 percent basic formula of 

. 76 and the committee print, if the indirect-control company is to be 
included, are inadequate. This inadequacy is sensed in the commit- 
tee print in its somewhat mystifying concept that any company, once 
a bank holding company under the 50 percent basic formula, is to 
continue to be a bank holding company thenceforward forevermore. 
until it disposes of all of its bank stocks, 

The alternative provisions of S. 76 and the committee print, based 
on the ownership of 50 percent of the shares voted in the preceding 
election of the bank’s directors, have no saving grace, becaaise if our 
mathematics are correct, an investment company could rather com- 
placently own and vote as high as 35 percent of the stock of a bank 
in that, by forcing the management to marshal and vote at least 40 per- 
cent of the remaining shares, it would still not be a holder of 50 
percent of the stock voted in the election of the directors. 

S. 1118 proposes a two-pronged coverage, to wit: (a) A basic 
formula breaking point of 25 percent, or more, of the shares of 
two or more banks, and () an administrative discretionary coverage, 
under which the Federal Reserve Board, after a hearing, could de- 
clare any company, regardless of the degree of its bank stock owner- 
ship, to be a bank holding company, if the Federal Reserve are 
should determine that such company is, in fact, exercising a “con- 
trolling influence over the management or policies of two or more 
banks.” This is substantially the two- pronged—“automatic” and 
“administrative”—coverage advocated in our association’s 1947 report 
and contained in S. 2318 of the 81st Congress. 

As to the basic formula, however, our association’s 1947 committee, 
composed of 16 bankers experienced in the practicalities of corporate 
affairs, originally selected 15 percent as the breaking point percent- 
age but, in difference to the Federal Reserve Board’s leaning, as we 
thought, to 25 percent, finally adopted 20 percent. Somewhat sur- 
prisingly, S. 2318 of the 81st Congress, drafted under the wing of the 
Federal Reserve Board, set it at 15 > percent. Incidentally, S. 76 and 
the committee print do not provide any administrative coverage. 

Aside from its merits, there is, in our opinion, a controlling reason 
why the discretionary administrative coverage should be retained. 
In its absence, whether the basic formula breaking point be put at 25 
percent, 20 percent, 15 percent, or 10 percent, the inference is that 
any bank stock holding below such breaking point percentage is in 
the clear, with congressional blessing. 

It will be recalled that the Congress avoided any such presumption 
in the Investment Company Act ‘of 1940. In this connection, we as- 
sume that all bankers would shudder at any statutory implication that 
an indirect control resting on a 34 percent bank stock holding is un- 
objectionable. Further, we believe that most bankers would ‘be con- 
cerned over such an implication in respect of a 24 percent bank stock 
holding; many bankers likewise in respect of a 19 percent or a 14 
percent holding and not a few in respect of a 9 percent holding. 

Incidentally, such indirect control by a company engaged primarily 
in the investment business might well be more objectionable than an 
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outright 100 percent control by an avowed bank holding company 
engaged primarily, if not solely, in owning and operating a group of 
affiliated banks. As to the latter, the presumption is that such control 
would be exercised with the welfare of the affiliated banks primarily 
in mind. 

If, therefore, we are to have any latitude in selecting the basic for- 
mula breaking point percentage, it seems essential that such an ad- 
ministrative coverage, the breaking point percentage can be fixed on 
its merits at any point from, shall we say, 10 percent to 25 percent and 
any particular case not covered by the basic foveniila can be picked up 
under the administrative coverage, without leaving any inference that 
any holding below the basic formula percentage point is not suspect. 

It has been urged that the discretionary administrative coverage 
contained in S. 1118 and advocated in our association’s report of 1947 
will place a heavy burden on the Federal administrative agency by 
charging it with an affirmative duty to seek out such special situa- 
tions and hold hearings to determine whether a particular bank stock 
holding company and ‘the manner in which such holding is being exer- 
cised is, in fact, influencing or controlling the policies of a bank or 
banks. Conceding some validity to this objection, it is obvious that 
any such burden on the administrative agency would be lessened pro- 
gressively as the basic formula bre aking ] point percentage is lowered. 
Obviously, if the basic formula breaking point be 50 percent, a require- 
ment that the Federal Reserve Board must ferret out cases involvi ing 
bank stock holdings below such figure would place an extreme burden 
on the Board. 

If however, this percentage be fixed, shall we say, at 25 percent, the 
affirmative burden on the administrative agency under the adminis- 
trative coverage would pertain only to cases involving holdings under 
25 percent. If the percentage be fixed at 10 percent, the burden would 
pertain only to holdings under 10 percent. Conversely, in all cases 
of holdings falling within the basic formula, the affirmative burden 
would be shifted from the Board to the holding company, which would 
have to show that its bank share holdings do not come within the intent 
of the legislation. If it does so, it could readily be classified, as we 
shall mention later, as an exempt bank holding company under the 
exemption provision. As to administrative burden, therefore, it 
would seem that the fault, if any, lies more in the high basic formula 
percentage point than in any burden inherent in the administrative 
coverage as such. 

We come now to consideration of the exemption provision, proposed 
in connection with this legislation. It should be noted, whether the 
basic formula percentage point be fixed at 1 percent or 100 percent or 
any figure in between, that any worthwhile bank holding company 
legislation must perforce e contain—in addition to any express statutory 
exemptions—a provision whereby any company falling within the 
basic formula definition of a bank holding company can, through an 
administrative discretionary process, be exempted as a bank holding 
company if it is not engaged in the business of holding bank stocks or 
managing and controlling a bank or banks to such an extent and in 
such a manner as to require its regulation in contemplation of the 
purposes of this legislation. Our association in its 1947 report recom- 
mended an “exemption” provision. - 8. 1118 contains no such admin- 
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istrative discretionary authority to make such exemptions. 5S. 76 
provides a somewhat limited administrative exemption provision. 
The committee print provides a reasonably adequate administrative 
exemption provision. Nn 

Incidentally, we would suggest, however, that the committee print 
provision be recast to the end that the to-be-ex cempted bank holding 
company, instead of being administratively declared not to be a hold- 
ing company, subject to redesignation as such, be declared to be and 
be classified as an exempt bank holding company, subject to revocation 
of the exemption if its conduct becomes such as to require regulation 
in contemplation of the provisions of the legislation. S. 2318 of the 
8ist Congress contained an exemption provision but in language, in 
our opinion, less acceptable than that contained in the committee ‘print 
now under consideration. 

Such an exemption procedure is obviously necessary because there 
are many instances of corporate and other legal entity bank stock 
holdings—even as high as 100 percent—of a very incidental nature 
or which are not exercised to such an extent or in such a manner as to 
require regulation under bank holding company legislation. Such 
an exemption process would not place any great burden on the admin- 
istrative agency. It is true that the lower the basic formula percent- 
age point, the greater will be the number of companies requiring 
exemption treatment. Even so, after the initial weeding-out process, 
which should not present any serious procedural difficulties, its opera- 
tion would become rather rovtine. 

The committee print proposes such an administrative discretionary 
exemption provision and we see no reason why the administrative 
agency should not welcome a companion administrative discretionary 
coverage, to the end that together they may afford an adequate cover- 
age with a minimum of administrative discretionary burden. 

In passing, whatever one’s attitude may be toward discretionary 
procedures and their merit in other fields, it is clear that they have 
been found to be an essential mechanism in the handling of the Na- 
tion’s fiscal monetary and banking affairs. In these fie lds they have, 
by and large, worked out very satisfactorily, even in instances involv- 
ing considerations of more delic acy and importance than those in- 
volved in this legislation. On the other hand, conc eding a preference 
for definitive statutory treatment, there is no merit in a sole reliance 
on such statutory provisions if , in their application, they tend by 
their rigidity to defeat the goal to be attained 


SUMMARY AS TO COVERAGE 


To summarize, we submit that it is desirable to (1) include the dis- 
cretionary administrative coverage both on its merits and in order 
to avoid any statutory implication that any bank stock holding com- 
pany below the basic formula percentage point is unobjectionable, 

(2) make the basic formula percentage point as low as feasible both on 
its merits and in order to reduce the burden on the administrative 
agency in connection with the exercise of its powers under the dis- 
cretionary administrative coverage, and (3) to include an administra- 
tive exemption provision both on its merits and in order to permit the 
adoption of an adequately low enough basic formula percentage point 
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by providing an escape mechanism for companies embraced by the 
basic formula but not of the type needing regulation. 

With the above considerations in mind, it appears that the basic 
formula percentage point should not be reached solely on the basis of 
some arbitrary averaging of the conflicting opinions as to the degree 
of stockholding required to effect an indirect control of a corporation, 
but rather in the light of the above-mentioned purposes, procedural 
problems and statutory inferences inherent in this legislation. 

Assuming that this legislation will embrace (1) an automatic basic 
formula percentage coverage, (2) a discretionary administrative 
coverage and (3) an admnistrative discretionary exemption provision, 
we conclude that, both on the merits, and in the light of the above 
considerations, a basic formula breaking point of 25 percent, not to 
mention 50 percent or 35 percent, is too high and that such a break- 
ing point of 10 percent would not be excessively low. In any event, 
it would seem that all considerations, in combination, indicate that 
the lower the basic formula breaking point percentage, the better the 
purposes of this legislation will be served. 


CONCLUSIONS 


As to the legislative proposals now pending before your committee, 
our association’s 1947 report, which we confirm in the light of the 
above considerations, clearly bespeaks: 

1. A treatment of holding company expansion through a Federal 
discretionary authority, to be exercised by the Federal Reserve Board 
within specified statutory standards, along lines suggested in section 
3 of the committee print, with an inclusion of the tripartite advisory 
mechanism contained in the first sentence of section 3 (d) of the com- 
mittee print—that is the Reserve Board’s bill—-but a deletion of the 
proviso contained in the last sentence thereof, plus also some recasting 
of the statutory discretionary standards set forth in section 3 (b) of 
the committee print. 

2. A definition of bank holding company predicated on a two- 
pronged coverage, to wit, the automatic and the administrative along 
the lines suggested in section 3 (a) of S. 1118, with a lower percentage 
of stockownership in respect. of the basic automatic coverage and an 
administrative exemption provision such as that contained in section 
2 (a) of the committee print. 

Senator Rosertson. May I interrupt you? The definition in the 
Capehart bill is not a satisfactory definition. The definition of a bank 
holding company in the Capehart bill is not a satisfactory definition. 
It is too embraceable. Isn’t that correct? 

Mr. Amperc. We urge a more embracing one than 50 percent, be- 
cause that would cover only the classical holding companies. They 
are all in for 100 percent, Mr. Senator. I think with investment 
trusts growing and growing and growing, we ought not to indicate to 
anybody that ownership under 50 percent, corporate ownership of 
stock—they didn’t do it in the Investment Act. They left it there so 
the Commission could pick it up under 25. But that comes under 
“Coverage.” 

As to the present need for legislation, our committee, with the ex- 
ception noted below, concludes, consistently with our association’s 
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position over the years, that it is timely and advisable to proceed with 
additional regulatory bank holding-company legislation, if the legis- 
lation is to be predicated on (1) a flexible Federal discretionary 
yrocess in respect of future expansion, to be exercised within speci- 
tied statutory standards by the Federal Reserve Board, coupled with 
an advisory mechanism through which the State banking supervisory 
authority, the Comptroller of the Currency, and the Federal Deposit 
Insurance Corporation may have an opportunity, in the light of the 
statutory standards, to make their recommendations in respect of any 
approvs al of any proposed holding-company acquisition of any bank, 
be it national or State bank, and (2) a two-pronged automatic and 
administrative coverage, coupled with an administrative exemption 
provision, all along lines suggested in this statement. 

On the other hand, our committee, after considerable deliberation, 
concludes that under existing conditions it would be preferable to 
forego additional bank holding-company legislation at this time rather 
than to invite the undesirable inferences and consequences inherent 
in any legislation predicated on (1) the regulation of future expan- 
sion as proposed in S. 1118, or the American Bankers Association 
proposal or the proviso of the committee print, and (2) a narrow 50- 
percent stock-ownership treatment of coverage as proposed in S. 76 
und the committee print. 

Mr. Braunschweiger— 
believes that the committee statement should be helpful to your committee be- 
cause of its thorough consideration of the factual background, but dissents from 
the conclusions of the statement on the ground that the occasion for additional 
holding-company legislation has, in the last few years, diminished to the vanish- 
ing point, and that our goal should be the minimum necessary amount of regu- 
lation of business rather than a maximum tolerable amount. 

In the last analysis, again quite consistent with our association’s 
attitude and conduct in the past, we merely suggest that all interested 
groups revert to the more or less common approach to proposed legis- 
lation prior to the quite recent advent of the conflicting proposals 
now before your committee and work out the details of legislation 
along such lines, particularly the details of the statutory st: tandards 
within which any Federal discretionary regulation of future expan- 
sion is to be exercised. With a little less emotion, plus a little more 
patience and tolerance, on the part of all of us, there would have been, 
we submit with rather confident assurance, a reasonable prospect in 
1950 of attaining such a type of legislation. Possibly, it is not too 
late to make another effort. 

Thank you very much. 

Senator BenNetr. Thank you, Mr, Amberg. Are there any further 
questions before Mr. Amberg leaves the stand ? 

Senator Busn. I would just like to ask this question. We have a 
lot of work to do down here before this session is over, and I would 
like to know whether Mr. Amberg feels there is a pressing need for 
any legislation at the present time. 

Mr. Amperc. Well, I realize your legislative situation and I doubt 
very much—in fact I have assumed that there is very little prospect 
of legislation at this session. 

Senator Busu. That isn’t the question. Do you think there is a 
pressing need for it ? 
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Mr. Ampere. I think we ought to move forward as soon as it is feasi- 
ble, if we can get the right kind of legislation. I don’t think the 
world will fall apart if we don’t get it in this session. 

Senator Bennett. Are there any other questions ¢ 

Thank you, Mr. Amberg. 

Mr. Amperc. Thank you. 

(The appendix to Mr. Amberg’s statement follows :) 


ASSOCIATION OF RESERVE City BANKERS REPORT ON BANK HOLDING COMPANY 
LEGISLATION 


INTRODUCTORY COMMENTS ‘ 


At a meeting in Chicago last September, your committee decided to inquire 
into the bank holding company situation. In the course of its inquiry your 
committee has made it clear that it was merely exploring this matter on behalf a 
of the association with the ultimate aim of reporting its findings and conclusions 
to the association so that the membership might be currently advised and thus 
be able to form a considered opinion on the subject. Furthermore, your com- 
mittee has not undertaken to promote legislation, to propagandize any particular 
type of legislation or to edit any proposed legislation. j 

Without going into detail, it may be fairly said that this report is an objective 7 
analysis of the composite thinking of many men active in the holding company 
field, of many bankers not immediately connected with holding company opera- 
tions and of many individual unit bankers operating in the same field as holding 
companies. 

UNDERLYING ISSUES 


At the threshold we face two underlying issues of national policy, the answers 
to which control to a great degree anyone’s initial thinking on holding company 
legislation. These issues (assumed by many as settled, but questioned by not a 
few as lacking affirmative determination) are: (1) Are bank holding company ; 
operations, either within or beyond State limits, to be prohibited or unrestricted 
or permissive under regulatory controls and (2) is branch banking by national 
banks to remain subject to the pleasure of the respective States and confined, 
where permitted, within geographical limits prescribed in the respective State 
laws? 

Any early common agreement on these issues, a prerequisite to unanimity of 
thinking in respect of banking holding company legislation, is not to be expected. 
These issues persist from the historical controversy between unit banking, on 
the one hand, and holding company, branch and chain banking, on the other 
hand—spiced with all the traditions of the dual-banking system. There has 
been no Federal affirmative legislation resolving in any final sense these ques- 
tions of national policy. 

It should be noted that bank holding companies grew up entirely without 
benefit of either National or State banking legislation and, relying on the 
general corporation laws of the respective States, moved into banking operations 
denied to both National and State banks. The Banking Acts of 1933 and 1935 
gave them a legal status under Federal law—predicated on regulatory controls. 
There is a broad sentiment that such controls have proved inadequate, The 
question, what to do in respect of bank holding companies, has again come to a 
head. 

It should also be noted that the national banking system, starting as a unit 
banking system, has progressed to a hybrid unit and branch banking system, 
primarily through the negative process of placing national banks on a parity with 
State banks in States where branch banking is permitted. This also falls far 
short of any affirmative final determination of national policy in respect of 
branch banking by national banks in nonpermissive States or across State lines 
on some regional basis or even on a national basis. This issue will acquire great 
importance if holding companies, encouraged possibly by a continuing gap in 
Federal or State legislation, should in appreciable degree acquire banks within 
any particular State or region in which branch banking is not permitted to inde- 
pendent national banks and State banks. On the other hand, to the extent 
that any bank holding company legislation levels off inequalities, to a like extent 
does this issue of branch banking become less urgent. 

The banking fraternity has not, in spite of much discussion, come to grips with 
these two issues. The American Bankers Association, however, in its so-called 
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Boston resolution, passed in 1937, pronounced itself as opposed in principal to 
banking beyond State lines, either directly or indirectly. The seope of the Boston 
resolution, and its import so far as association policy in respect of holding com- 
pany legislation is concerned, is presently under review by the association. 

In connection with holding company %perations in States where branch banking 
is permitted, another related underlying question crops up, to wit, to what extent 
can branch banking by a national bank within such a State be restricted. VPres- 
ent Federal legislation provides merely that such a national bank “with the 
approval of the Comptroller of the Currency” may establish and operate branches 
within the prescriptions of the State law and a State nonmember insured bank 
shall not establish such branches “unless it shall have the prior written consent 
of the Federal Deposit Insurance Corporation.” This issue would, it seems, 
resolve itself, at least temporarily, in the light of principles reflected in any 
holding company legislation. 

The above issues are recited primarily to indicate the divergence of viewpoints 
underlying the approach to bank holding company legislation. Quite obviously, 
a discussion of these issues is not timely and falls beyond the scope of this report. 
It would seem more useful and advisable, acting on the present status of Federal 
and State legislation in the light of conflict in banking thinking on this subject, 
to adopt certain assumptions in respect of these issues and to proceed on these 
assumptions to a consideration of sound holding company legislation. Any other 
course invites indefinite delay and a consequent continuing void in the control of 
the scope and practices of bank holding companies which potentially, in turn, can 
prejudice the position of independent banking and aggravate the issues of branch 
banking by National and State banks—not only in States where branch banking is 
not now permitted but also even beyond State lines. It is, of course, quite con 
ceivable that State banks may ultimately, through reciprocal State legislation, 
engage in branch banking even beyond State lines. In fact, such would seem to 
be an inevitable companion development in the event national banks should as a 
matter of national banking policy be allowed to operate branches beyond State 
lines. 

In the following discussion of bank holding company legislation, therefore, 
we, as apparently have a preponderance of those with whom we have talked, 
assume that national policy is currently fixed as follows: (1) Bank holding 
company operations, either within or beyond State limits, should be permissive 
under regulatory controls, (2) branch banking by national banks should not 
extend beyond the geographical limits prescribed in the laws of such respective 
States as permit branch banking, and (3) any extension of branch banking by 
national banks, within the limits prescribed in the respective State laws, should 
remain without change, i. e., subject to “the approval of the Comptroller of the 
Currency.” 

After all, unless the time is ripe to abandon the traditional concept that 
American banking is to be competitive between independent banks operating as 
units or with branches within State limits where permitted, there is not much 
violence in these assumptions. To be sure, the recognition of this concept in 
connection with bank holding company legislation will, at least inferentially, 
reaffirm it at this time without a review on the merits whether it is not too 
restrictive in the light of our present national economy. It seems more practi- 
cal, nevertheless, to go forward with legislation which will bring bank holding 
company operations down more nearly on a par with current independent bank 
operations and leave the extension of branch banking by National and State 
banks to the future. 

COMMITTEE FINDINGS 


Without inferring unanimity, it may be said confidently that there is a sub- 
stantial preponderence of common thinking in respect of bank holding company 
legislation, as follows: 

1. It is advisable to move forward with bank holding company legislation at 
this time. 

2. Any such legislation, generally speaking, should contain a minimum of 
discretionary power in the enforcing agency. 

3. The enforcement of the law may logically be lodged in the Board of Gov- 
ernors of the Federal Reserve System. 

4. There should not be any so-called death sentence provision. 

5. There should not be any blanket freeze provision. 
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6. The creation of new or the extension of existing holding companies should 
be permissive, but the granting or withholding of permission should, so far as 
practicable, hinge on definite statutory norms—any adverse action of the en- 
forcing agency to be reviewable in the courts. 

7. Bank-holding companies should be limited to the business of banking and 
other activities generally accepted as incidental to the banking business. 

8. Existing holding companies should be protected against undue sacrifice or 
harsh consequences in respect of any divorcement of their presently held non- 
banking assets or interests. In other words, such divorcement should not be 
forced under conditions precluding a disposition at fair valve and should be 
accorded appropirate tax relief. 

9. As to coverage, i. e., the type of operations to be encompassed by the legis- 
lation in the light of its objectives, it is evident that a coverage, sufficiently 
inclusive and exclusive at the same time, cannot be arrived at exclusively on an 
automatic basis, i. e., by legislative definition or formula alone, and requires 
also resort, in greater or less degree, to administrative determinations, i. e., 
quasi-judicial powers in the enforcing agency. 

10. The automatic coverage should not be in the nature of a dragnet—but 
should be related to the objectives of the legislation. 

11. Percentages of deposits or banking offices in a particular area are not 
satisfactory norms of automatic coverage. 

12. The objectives of the legislation should be precisely stated and those 
objectives should beeome the statutory norms controlling the exercise of dis- 
cretionary power luuged in the enforcing agency. 

13. The mechanical requirements of the legislation do not offer any questions 
of serious or unsurmountable nature. 


COMMITTEE COMMENTS 


The obvious problem is how to reduce the concepts, listed above, to a workable 
piece of legislation—more particularly, how to avoid an excess of indefinite 
discretionary power in the enforcing agency and yet provide a mechanism which 
will with certainty encompass such operations and only such operations as lie 
within the intended scope of the legislation. This query pertains primarily to 
the question of initial coverage but also, of course, bears on other discretionary 
powers, such as the creation of new or the extension of existing holding com- 
panies and the application of controls by the enforcing agency under the law. 
The only answer seems to lie in a legislative specification of the law’s objec- 
tives—expressed not in abstract or abstruse generalizations but as far as 
possible in understandably precise statements. The starting point of any at- 
tempt at such a specification is, obviously, a determination of the goals of the 
legislation. 

Essential goals of the legislation should, it seems, be— 

1. To reach and regulate any banking operation which, functioning in an 
area or with a structure larger than that permitted to independent banks, 
ean or does, through the medium of concentrated control, jeopardize inde- 
pendent competitive banking at local or regional levels or place independent 
banks under the particular circumstances at a competitive disadvantage ; 

2. To confine the size and geographical extent of any such banking opera- 
tion, regardless of its competitive or other aspects, within limits consistent 
with adequate and sound banking; and 

3. To control the magnitude and geographical extent of any such banking 
operation, regardless of all other considerations, to the end that, in the 
event of adverse general economic conditions, such an operation will not be 
subjected to an inordinate pressure arising from unwieldiness due solely to 
mere size and expanse which, in turn, may put an inordinate pressure on 
the Nation’s banking structure. 

If, among possible others, these be the goals and they be expressly adopted 
as the objectives of the legislation, they would seem to provide reasonably 
precise statutory norms, for the exercise of discretionary powers delegated to 
the enforcing agency. Moreover, they would seem to provide norms under 
which the enforcing agency could properly be granted discretionary power to 
relieve any holding company from the requirements and controls of the law to 
the extent that their application is unneeded in the light of the nature and degree 
of the conflict with the respective objectives of the law. 

Finally, a word as to coverage. The legislation should be designed as far as 
possible to reach only operations which, through the medium of the exercise 
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of concentrated control, come into conflict with one or more of the objectives of 
the legislation. The intangibles in this equation are, first, what is control and, 
secondly, under what circumstances is the exercise of such control to be pre- 
sumed or to be proved as existing in fact. Obviously, mere ownership without 
actual exercise of control is less likely to create situations leading to conflict 
with the objectives of the law than is an actual exercise of control with a slight 
degree of or even without ownership. An initial coverage, sufficiently exclusive 
and inclusive, appears to reyuire a combination of an automatic and an admin- 
istrative coverage. 

The automatic coverage would rest on a legislative formula providing that a 
specified percentage of stockownership in each of two or more banks, directly or 
indirectly, would constitute a holding-company operation. Just what this per- 
centage of stockownership should be has been a subject of much discussion. 
If too low a percentage is adopted it will initially tag as “holding companies” 
innumerable incidental stockholdings in two or more banks by individuals, cor- 
porations and trustees, which are totally unrelated to any holding-company 
operation. Moreover, it seems unrealistic to fix a low percentage by way of a 
dragnet and then provide that such percentage of ownership in two or more 
banks makes it a holding company unless the enforcing agency declares, at its 
own pleasure, that it is not a holding company. From discussions on this 
subject during our exploration, the preponderant thought seems to be that, for 
the purpose of the automatic coverage, the percentage of stockownership should 
be fixed at, say, 20 percent in two or more banks—on the theory that 20 percent 
ownership as a practical matter may be deemed to reflect or at least approach 
a dominant ownership and also that it reflects the minimum of ownership 
sought by anyone who intends in fact to exercise control. Twenty percent 
ownership seems also to be a happy breaking point between the automatic 
coverage and the administrative coverage. If a particular automatic holding 
company does not conflict with the objectives of the law, it could be declared 
by the enforcing agency to be an exempt holding company and, as such, be 
automatically, by statutory provision, relieved from the requirements and con- 
trols of the law—subject to revocation of its exempt status for cause. To 
eliminate temporary technical violations, the enforcing agency could by general 
order anticipatorily exempt any future incidental automatic holding company, 
subject to later determination whether its operations are in conflict with the 
objectives of the law. 

The administrative coverage would authorize the enforcing agency, under a 
quasi-judicial power, to declare on the basis of evidence produced before it that 
a particular operation, whatsoever the degree of ownership, is a holding company 
operation in that there exists in fact a concentrated control of two or more banks 
and comes in conflict with the objectives of the law—any such declaration to be 
reviewable in the courts and to be sustained if supported by substantial evidence 

It would seem that this dual automatic and administrative coverage should 
encompass with certainty any holding company operation worthy of the name 

In conclusion, we repeat that this report primarily is merely our appraisal and 
analysis of various viewpoints expressed to us during the course of our explora 
tion plus an attempt to reduce them to an acceptable common denominator. We 
started with no preconceived notions and finish with no unalterable personal 
convictions. If our discussions with others and this report tend to focus the 
thinking on the subject or to reconcile in some degree conflicting viewpoints, 
they will have served a useful purpose. 

Respectfully submitted. 

William F. Kurtz, Chairman, Harold V. Amberg, Julian Bb. Baird. 
Daniel W. Bell, Keehn W. Berry, Edward E. Brown, W. R. Burgess, 
Guy Emerson, Charles T. Fisher, Jr., Robert V. Fleming, Robert 
M. Hanes, James M. Kemper, W. A. Mitchell, Charles E. Spencer, 
Jr., G. M. Wallace, H. Lane Young. 


Approved by the association, May 14, 1947. 
COMMITTEE ON FEDERAL RELATIONSHIPS. 
ASSOCIATION OF RESERVE CITY BANKERS. 
Senator Bennerr. Ladies and gentlemen, today the Senate faces a 
very unusual and tragic experience caused by the death Saturday of 
Senator Hunt. The Senate will go into session briefly, and will ad 
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journ in time for all Members of the body to attend the “uneral of 
Senator Hunt. 

So I think, under the circumstances, it is not proper for us to attempt 
to hold hearings this afternoon. I think it might be a violation of the 
spirit of the situation. 

We still have three witnesses who are scheduled this morning: Mr. 
Jenkins, of the First Bank Stock Corp.; Mr. Oliver, of the } National 
Association of Mutual Savings Banks: and Messrs. Huntington and 
Morris of the Morris Plan Corp. Do all three of you have a prepared 
written statement? Mr. Jenkins? 

Mr. Jenkins. Yes, we do. 

Senator Bennerr. Mr. Oliver? 

Mr. Ontver. Yes. I can summarize it. 

Senator Bennerr. Mr. Huntington and Mr. Morris? 

Mr. Huntineron. We have both a brief and a statement, Senator. 
For myself, | would prefer not to follow my brief exactly, because it 
is rather long. 

Senator Bennetr. We have 45 minutes. We can proceed with 
Messrs. Jenkins and Oliver and see what time there is left, or we 
would be glad to hold you over until tomorrow, if you would prefer 
not to be pressed for time. But I think we should recess this hearing 
at 12 o’clock so that we can be in our place on the floor of the Senate, 
under the circumstances. 

Mr. Morris. We would prefer to go on tomorrow. 

Senator Bennett. How much time would you expect to use? 

Mr. Morris. An hour or an hour and a half. 

Senator Bennerr. Would you prefer to start tomorrow, then, and 
have a clean start? 

Mr. Huntincron. We would prefer to stay over and do it that 
way. 

Senator Bennerr. Then we will hear Mr. Jenkins and Mr. Oliver 
on any basis that we can finish by 12 o’clock. 

Mr. Jenkins, will you come forward. 


STATEMENT OF E. 0. JENKINS, PRESIDENT, FIRST BANK 
STOCK CORP. 


Mr. Jenkins. Mr. Chairman, obviously I think it would take me 
more than 45 minutes, or possibly all of that 45 minutes. 

Senator Bennerr. I would say it would take you all of 45 minutes 
to present it; yes. 

Mr. Jenkins. With your permission, I would like to start out with 
1 or 2 points and then drop back for review. 

Senator Brennert. Before you start, what is your time pattern, 
Mr. Oliver? 

Mr. Ontver. It would take 45 minutes. 

Senator Bennerr. We have only 45 minutes for the 2 of you. 

Senator Sparkman. Perhaps he would prefer to go over until 
tomorrow. 

Senator Bennetr. Would you prefer to go over until tomorrow ? 

Mr. Oxtver. I would prefer today. 

Senator Bennerr. I think I have laid down the problem. We 
have to hear 2 of you by 12 o’clock. 








19D 
defi 
M 
Ss 
S 


put 
him 
if i 
up. 

S 
and 


HINT THK 


you 
this 

\ 
po} 
vel 
pal 

. 
is 1 
one 

N 


\ 
\ 


out 
j 


ane 
abe 
‘ 


» 
ope 
7 


4 


r 


® 
ap) 
. 


In 
in 
sit’ 
qu 
ow 
fri 
' 


on 
rec 
tal 
fa 


in 


Sic 


al of 


pm pt 
f the 


Mr. 
ional 


and 
ared 


ator. 
se it 
with 
r we 
‘efer 
ring 
nate, 


and 
that 


iver 


+ me 
utes 
with 


ern, 


intil 


79 


We 


pital on 


BANK HOLDING LEGISLATION 301 


Senator Roserrson. Mr. Chairman, it was my recollection that in 
1950 we agreed to exempt the mutual banks from the bank holding 


definition. Isn’t that correct ? 


Mr. Oxtver. That is correct. 

Senator Roperrson. I think you will need about 10 minutes, 

Senator Bennerr. You each havea pernean's statement, and you may 
put your statements in the record, in full. So I hope you can ez ach 
limit yourselves to approximately 20 saan a: highlight it, and 
if it is all right with you, I will remind you when the 20 minutes is 
up. 

Senator Busou. Mr. Chairman, I am not going to be able to stay, 
and 1 would like to ask one question of this witness. 

Senator Bennetr. Before he starts / 

Senator Busn. If you have no objection. 

Senator Bennerr. I have none. 

Senator Busu. I would like to ask this question, Mr. Jenkins: Do 
you feel that at the present time there is any need for legislation on 
this holding comps any matter / 

Mr. Jenkins. I do not. I feel just the contrary. I feel there is no 
popular demand for this legislation. It is being agitated and de- 
veloped by persons who fr ankly would like to see the holding com- 
panies completely eliminated. 

Senator Bus. Do you find in the areas in which you operate there 
is much local opposition to the organizations of the nature of the 
one which you represent ¢ 

Mr, Jenkins. I do not, sir. 

Senator Busn. Is it an active political question or social question 
out there? 

Mr. JeNKtNs. It is not active in any way, except as it is developed 
and agitated by those persons who would like to see the complete 
abolishment of holding companies. 

Senator Busn. Are there many of those in the areas in which you 
operate ¢ 

Mr. Jenkins. It so happens—yes, there is one or more. 

Senator Busn. Do they represent any substantial—I mean do they 
appear to have any substantial following in that area, or not? 

Mr. Jenkins, You understand that the president of the so-called 
Independent Bankers Association, or the active secretary, at least, is 
in that immediate area, and obviously he would be developing that 
situation as he could, from time to time. I believe that a careful in- 
quiry on your part, or on me part of any person, of the competitor to 
our organization in our area, would show a very strong element. of 
friendliness, 1 ‘ather than a focling of ill will. 

Senator Busy. Have the State bankers associations taken any action 
on this question ? 

Mr. Jenxrns. In the four States in which we operate, I do not 
recall. Their meetings have been concluded, except the State of Mon- 
tana, but I do not recall whether any resolutions have been passed 
favoring it. 

Senator Busu. You don’t recall whether there has been any action 
in those four States by the State bankers associations ? 

Mr. Jenxrns. I think that is correct, in spite of the fact that con- 
siderable publicity has been given through the mail, with mailings 
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to the individual banks, urging them to support and ask for the pass- 
age of the Capehart bill. 

Senator Roserrson. Mr. Chairman, in that connection, just to keep 
the record straight, the Independent Bankers Association, with a lot 
of members in Minnesota and in California, has been very insistent 
upon this type of legislation. The Independent Bankers generally 
over the Nation favor legislation of the proper kind, but they haven’t 
been as insistent as the independent bankers of Minnesota and of 
California, where Transamerica operates and where this witness’ bank 
operates. There is a very strong demand for legislation of this kind. 

Senator SparKMAN. And it is true that in previous years the Fed- 
eral Reserve Board strongly recommended legislation. I don’t know 
what their attitude is now. 

Senator Rosertson. That is correct. They spent a lot of time try- 
ing to convict Transamerica of violation of the antitrust laws, and 
finally lost their case in the circuit court of appeals. 

Senator Bennerr. Mr. Jenkins, you may proceed. I am afraid, 
since we are running against the 12-0’clock deadline, it isn’t a question 
of dividing time; it is a question of getting through by the time the 
Senate goes into session. I think you have about 20 minutes. 

Mr. Jenkins. Thank you. 

Mr. Chairman, and members of the committee, my name is Elwood 
O. Jenkins. I am president of the First Bank Stock Corp., which is 
a bank holding company registered as such under the Ban ing Act of 
1933, with headquarters in Minneapolis, Minn. We owna large ma- 
jority of the stock of some 75 State and national banks located in the 
States of Minnesota, Montana, North Dakota, and South Dakota, all 
within the Ninth Federal Reserve District. The number of our affili- 
ated banks was 105 in 1931 and decreased to a low of 72 in 1941, so you 
can see that we are not expansionists. 

We became a holding company in 1929 and since 1933 have been 
regulated as a registered holding company under the Banking Act of 
that year. As you know, we are subject to examination under that 
act, are required to maintain a reserve of readily marketable assets, 
and are otherwise subject to regulation. 

Bank holding companies are not new in our part of the country. 
For almost a quarter of a century we have filled a very important 
place in the banking circles of our portion of a Middle West. Dur- 
ing the depression years, when bank capital was a scarce article, we 
served as a source of such capital for our affliated banks and su plied 
them with more than $7,500,000 of additional capital. Our pectin: 
struction Finance Corporation money totaled less than $1,500,000— 
$1,490,000 to be exact. Some 1,000 banks in the Ninth Federal Reserve 
District failed during the period 1929 to 1940 but no First Bank Stock 
Corp. bank was ever closed or failed to pay its obligations in full— 
with the exception, of course, that our banks, along with all others, 
were closed during the nationwide bank moratorium in 1933. 

Our combined capital, including reserves, has grown from $47 mil- 
lion in 1930 to more than $108 million today. At the year end, Decem- 
ber 31, 1953, our banks had over 578,000 deposit accounts with total 
deposits of $1,304,662,000. As of late November 1953 we had 13,092 
stockholders, and 10,128 of these holding 80 percent of the entire 
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number of our shares outstanding resided in the 4-State area which 
we serve. 

At the outset, we wish to make clear that we are ready to accept 
and support the enactment of appropriate bank holding company 
legislation and further on I propose to give you our idea of what 
we believe to be appropriate. We strongly oppose, however, certain 
provisions of both S. 1118, introduced by Senator Capehart by request, 
and also S. 76, introduced by Senator Robertson. The Capehart bill 
would mean for us nothing less than a slow death sentence, and the 
Robertson bill, while much less severe in its impact upon us, is also 
unacceptable to us in part. 

Senator Ropertson. May I interrupt you there? Of course, my bill 
would put limitations on you and Transamerica. You couldn’t have 
any bill that wouldn’t do so, could you, and call it bank holding ? 

Mr. Jenxrns. That is right. Any bill naturally would restrict it. 

I feel it necessary to set forth in some detail the features of both 
bills which we believe unwise and unjustifiable and which would 
greatly hamper our institution and, in the case of the Capehart bill, 
would eventually put us out of business. I will first take up the Cape- 
hart bill. 

1. Section 2 of S. 1118 contains a declaration that for the purposes 
of the act a bank holding company and its subsidiary banks shall 
constitute a branch banking system. 

That statement is completely unjustifiable. The independent bank- 
ers’ associations which are supporting this bill know better. The 
testimony last summer before this committee of representatives of 
both the Comptroller of the Currency and the Federal Reserve Board 
recognized the wide distinctions between branch banking and holding 
company banking, as did the Federal Deposit Insurance Corpor ation 
and the representative of the American Bankers Association who 
testified before you. The latter submitted a supplemental statement 
specifically referring to the differences between the two banking sys- 
tems to which was attached as an exhibit a four- -page comparison 
emphasizing some of the important distinctions. 

rom the viewpoint of an individually owned bank competing with 
2 bank owned by a holding company, the holding company bank 
enjoys none of the competitive advantages which accrue to a branch 
bank and few, if any, advantages which are not available to the indi- 
vidually owned bank through its correspondent relationships. Legis- 
lation by Congress has always recognized the essential distinction ‘be- 
tween the two types of banking “systems as has State legislation 
generally. 

This subject is so important that at the risk of some repetition 
of the thoughts of some other witnesses, I nevertheless will briefly 
review the most important of the distinctions between these two types 
of banking. 

Each separate bank in a bank holding company system is separately 

capitalized and is in all respects a separate corporation. On the 
othel hand, under branch banking there is only one corporation and 
its capital structure is equally applicable to the main office and to all 
branches. As a result of this, each of the individual banks of a bank 
holding company system has a loan limit much smaller than that 
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which the main office and each branch of a branch banking system 
has. Particularly in smaller communities this gives a great advan- 
tage to the branch bank. Further, the branch bank enjoys peneiios 
because of its size in all communities where it has its main office and 
branches. On the other hand, while a bank affiliated with a holding 
company system may enjoy some measure of prestige because of the 
size of the system as a whole, it is nevertheless a separate legal entity 
with a restricted net worth and capital structure and does not enjoy 
anywhere near the full prestige which the branch bank enjoys. This 
is important not only in connection with loans, but particularly in 
connection with deposits of corporations engaged in business on a 
national scale. 

The competitive position of an individually owned bank with re- 
spect to a bank in a holding company system is very different indeed 
from its competitive position with respect to a branch bank, Assume, 
for a moment, that First Bank Stock Corp. is one bank with branches 
in all communities where its affiliated banks are situated. Its capital 
and surplus would then be approximately $70 million, Thus, its 10 
percent loan limit would be $7 million and it could make loans in this 
umount at all points where its presently affiliated banks are situated. 
Among these communities is the city of Billings, Mont., with a popu- 
lation of approximately 40,000. The bank in that city affiliated with 
this holding company, has capital and surplus of $700,000 and its 
loan limit, therefore, is $70,000 in contrast with the $7 million above 
set forth. In Billings there are two individually owned banks, the 
larger of which has a capital and surplus of $1,150,000 with—if a 
national bank—a resulting loan limit of $115,000. Therefore, this 
individually owned bank in Billings has an advantage over the bank 
affiliated with this holding company in that it has a larger capital 
and surplus and a larger loan limit. Obviously, if this holding com- 
pany were a bank with branches, its Billings branch with a loan limit 
of $7 million would have a substantial competitive advantage over 
the individually owned Billings bank. 

Gentlemen, [ am working against time here in an effort to hurry 
this through. We have some important passages in here on this mat- 
ter of State lines. We are definitely strong on that subject, and I do 
hope you men will have an opportunity to read this file. 

I think that inasmuch as we have indicated a willingness to accept 
and support what we speak of as reasonable legislation, I would like 
to jump hurriedly to the last 2 or 3 pages and cover that subject. 

Senator Benner. I am sure you realize, Mr. Jenkins, that the other 
12 members of this committee must read this text. 

Now, which page are you going to? 

Mr. Jenkins. I am going to drop back to page 16. 

Senator Ropertson. I understand the whole text will be printed. 

Senator Bennett. Yes. 

Mr. Jenkins. Yes . 

On page 16 we have set forth all of our arguments to you, gentle- 
men, as to our feeling on this subject, and we will sum that up by 
saying to you that we are perfectly willing to go ahead with what we 
term reasonable legislation, and this is what we think it will be. You 
are starting out primarily to do certain things and we believe this will 
accomplish the purpose. 
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For the above reasons, assuming I had testified clear through, we 
strongly oppose both the Capehart bill and the Robertson bill. How- 
ever, we are in favor at this time of appropriate legislation, for the 
reason that we would like to get this matter behind us and not because 
we believ¢ that there is any substantial public demand for such legis- 
lation. will briefly outline the essentials of what we deem to be 
appropriate and sufficient legislation in this respect. 

The essentials of legislation proposed in the past, and the testimony 
which has been given, are directed to three basic points: (1) Definition 
of a bank-holding company, 

(2) Restrictions on expansion, and 

(3) Required divestment of nonbanking interests. 104 

In addition, there is the question of who should administer legis- 
lation. It is our thought that one agency only should administer the 
law and that this should be the Federal Reserve Board. We suggest 
that reasonable discretionary powers in the administration of the 
statute be given to the Board. 


DEFINITION 


Again, we state that the question of definition of a bank-holding 
company does not affect our institution, since we are certain to continue 
to be a holding company. We do point out, however, that inclusion 
of nonmember, noninsured banks in the basis for the definition may 
raise constitutional questions. 


EXPANSION 


Without prior approval of the administering agency, a holding com- 
yany should be prohibited from acquiring stock in an additional 
baat: any company should be prohibited from taking action which 
would result in the creation of a new holding company, and a holding 
company should be prohibited from acquiring more than 5 percent 
» ft * shares of another holding company, with three exceptions : 

(1) Acquisition of minority interests where the holding company 
already owns a majority, 

(2) Stock acquired in good faith in a fiduciary capacity unless held 
for the benefit of the holders of a majority of the stock of a bank or 
holding company, and 

(3) Stock acquired in the regular course of securing a debt pre- 
viously contracted. 

There should be no statement with respect to a policy in favor of 
local ownership. Practically all of the larger banks, wherever located, 
are owned by stockholders living all over the United States and in 
foreign countries. By permitting branches, Congress has shown that 
it has no such policy. 

In administering the law with respect to additional acquisitions, the 
test set forth in section 3 (b) of the committee print would be satisfac- 
tory to us, viz— 
to expand the size or extent of the bank holding-company system involved be- 


yond limits consistent with adequate and sound banking and the public interest 
and the preservation of competition in the field of banking. 


Provisions should be made for 30 days’ advance notice from the ad- 
ministering agency to State authorities of the proposed acquisition, 
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and consideration should be given to their views, but in cases of emer- 
gency the agency should be authorized to shorten or dispense with such 
notice. 

There should be no grant of power to a State to prevent expansion, 
either intrastate or interstate, either by State statute or by\ action of 
State authorities. The Federal administering agency alone would 
have the right to permit or refuse expansion with due consideration to 
the views of the State authorities. 

The administering agency should have no more right to place any 
conditions on acquisitions than they have continuously with respect to 
other banks. 

There should be no confusing of branch banking and holding-com- 
pany banking. 

DIVESTMENT 


After 5 years, bank holding companies should be prohibited from 
engaging in any business, other than that of banking or of managing 
or controlling or of servicing controlled banks. With the exceptions 
hereinafter mentioned, after 5 years no bank holding company should 
be permitted to own or control any company which is not a bank or 
which is engaged in any business other than that of banking or of 
managing or controlling or servicing controlled banks. The adminis- 
tering agency should be authorized to extend this period of time for a 
second period of 3 years, if in the opinion of the administering agency 
the holding company would be damaged by a denial of additional time 
within which to accomplish divestment. 

There should be an exception of— 
shares of any company engaged solely in a safe deposit or fiduciary business or of 
any company, all the activities of which the administering agency has determined 
to be so closely related to the business of banking or of managing or controlling 
or servicing controlled banks, as to be a proper incident thereto and as to make it 
unnecessary for the prohibitions of this section to apply in order to carry out the 
purposes of this act. 

We believe it would be advisable to have a further exception of shares 
in nonbanking companies, if not controlled and if such holdings do not 
in any case include more than 5 percent of the voting stock of any non- 
banking company. We can see no objection to investment by a bank 
holding company in the stock or other securities of a nonbanking com- 
pany where no control exists. Such investment may well afford a use- 
ful secondary reserve. 

Tax relief should be given by way of postponement of tax on divest- 
ment of stocks of nonbanking companies or, if the holding company 
so desires, on divestment of its banking stocks. In such cases, taxes 
are by no means waived; rather, payment is postponed until the stock 
distributed is finally disposed of. 

We assume, of course, that the act will require that registration of a 
holding company will be on forms prescribed by the administering 
agency ; that periodic reports will be required; and that there will be 
penalties for violation. 

What I have here suggested will provide complete coverage of the 
three basic points that have been discussed over a long period of 
years—briefly, the definition of a holding company; the requirement 
of permission to acquire stock in another bank or stock in another 
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holding company—in excess of 5 percent; and the requirement that a 
holding company must divest itself of all interests which, in the opin- 
ion of the administering agency, are not a proper incident to the busi- 
ness of banking. 

Legislation such as I have outlined would, I believe, accomplish 
everything that you have in mina, and would still permit bank holding 
companies to operate in a normal fashion. The Capehart bill, on the 
contrary, would be a slow death sentence to us. 

In all of the testimony over the years before committees of the Con- 
gress no one, so far as I know, has shown any abuse of holding-com- 
pany banking. The recent Chie: ago situation was an instance of abuse 
by the owners of a bank of their. powers but such abuses could occur 
just as readily with individual owners as with a bank holding-company 
ownership. Bank expansion in recent years has been by the use of 
branch banking, not by holding-company banking, and either State 
vr Federal authorities have in every instance sanctioned the establish- 
ment of each such branch. 

No abuse or emergency, State or National, has been shown warrant- 
ing punitive legislation. No public demand exists for any legislation. 
Communications from bankers, urging bank holding-company legis- 
lation, are prompted by the small group who wrote the Capehart bill. 
You will note that such communications, while generally advocating 
bank holding-company legislation, do not consider any of the various 
features which I have discussed. 

We, too, favor bank holding-company legislation, but not of a type 
which means a freeze or a death sentence. We are proud of our record 
of 25 years of bank holding-company operation and we strongly deny 
that any need has been shown for legislation of the severity of that 
in the Capehart bill. 

Senator Bennetr. Well, you have driven yourself a little faster 
than you need have done, but I am sure with your explanation the 
record you have made will be completely adequate, and I appreciate 
your cooperation in this unusual situation. 

Mr. Jenkins. Mr. Chairman, may I add that inasmuch as I under- 
stand this hearing has been called to hear the balance of the holding 
companies, it would seem to me now if the hol ling companies are not 
permitted to finish, it would be rather unfair that any other opponents 
be called to talk on the bill who previously have had an opportunity to 
talk. 

Senator Bennerr. That is a question that I would suggest you 
refer to the chairman; but except for the situation today I can see no 
pressure, and the committee will, I am sure, be willing to sit an extra 
day to hear anyone else. 

You and Mr. Oliver apparently have been the victims of the 
situation. 

Senator SparKMAN. Mr. Chairman, in view of the statement Mr. 
Jenkins has made, I wonder if it would not be well to extend an invita- 
tion to him to appear before the committee again for questioning, if 
he cares to. 

Senator Brennerr. Mr. Jenkins, may we have your attention a 
minute ? 

Mr. Jenkins. Yes, sir. 
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Senator Bennerr. Mr. Oliver is going to file his statement, rather 
than read it, and he is going to make a few comments on it, which may 
give us enough time for you to return, if you wish. 

Mr. Jenkins. I will be prepared to return. There is only 20 
minutes left, as I understand it. 

‘Senator Bennetrr. Wolild you like to be scheduled at a later time 
to come back and diseuss the matter with the committee, outside of the 
text of your statement ? 

Mr. Jenkins. I think I would; yes. It would be an informal dis- 
cussion, in which I would be answering questions, and asking ques- 
tions and discussing it? 

Senator Bennett. It would be an informal discussion, in which you 
would be answering questions. The process of a hearing is that the 
members of the committee ask the questions. 

Mr. Jenxrns. I stand corrected, sir. I would like for you to ask 
me questions on the subject and give me a chance to discuss it. 

Senator Bennetr. The staff tells me you have already requested an 
opportunity to come back again for a later appearance; is that right ? 

Mr. Jenkins. Frankly, I had hoped to have an opportunity to go 
through one time with my testimony. Now, I am at a bit of a dis- 
advantage if I attempt to come back and pick up in the middle here. 
There are 2 or 3 points which I would like to discuss further, sir. 

Senator Bennett. Would you like a later appearance, possibly 
Wednesday? Is that possible? 

Mr. Jenkins. Yes, I think so. 

Senator Bennett. It looks to me like we will have to go on until 
Wednesday. Apparently who ever set up this schedule assumed four 
30-minute statements, and the schedule was made on that basis. None 
of the witnesses had known of that to limit themselves to that time 
pattern. I assume tomorrow when we have four other witnesses, 
that we would continue to extend the same situation. 

Mr. Jenkins. I don’t want to hold Mr. Oliver up now. I will hold 
myself available. 

(Mr. Jenkins’ prepared statement follows :) 


STATEMENT OF E. O, JENKINS, PRESIDENT oF First BANK Stock Corp. 


My name is Elwood O. Jenkins. I am president of First Bank Stock Corp., 
which is a bank holding company registered as such under the Banking Act of 
1933, with headquarters in Minneapolis, Minn. We own a large majority of 
the stock of some 75 State and national banks located in the States of Minne- 
sota, Montana, North Dakota and South Dakota, all within the Ninth Federal 
Reserve District. The number of our affiliated banks was 105 in 1931 and 
decreased to a low of 72 in 1941, so you can see that we are not expansionists. 

We became a holding company in 1929 and since 1933 have been reguluted 
as a registered holding company under the Banking Act of that year. As you 
know, we are subject to examination under that act, are required to maintain a 
reserve of readily marketable assets, and are otherwise subject to regulation. 

Bank holding companies are not new in our part of the country. For almost 
a quarter of a century we have filled a very important place in the banking 
circles of our portion of the Middle West. During the depression years when 
bank capital was a scarce article, we served as a source of such capital for our 
affiliated banks and supplied them with more than $7,500,000 of additional 
capital. Our Reconstruction Finance Corporation money totaled less than 
$1,500,000—$1,490,000 to be exact. Some 1,000 banks in the Ninth Federal 
Reserve District failed during the period 1929 to 1940 but no First Bank Stock 
Corp. bank was ever closed or failed to pay its obligations in full (with the 
exception, of course, that our banks, along with all others, were closed during 
the nationwide bank moratorium in 1933). 
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Our combined capital, including reserves, has grown from $47 million in 1930 
to more than $108 million today. At the year end, December 31, 1953, our 
banks had over 578,000 deposit accounts with total deposits of $1,304,662,000 
As of late November, 1953, we had 13,092 stockholders, and 10,128 of these hold- 
ing 80 percent of the entire number of our shares outstanding resided in the 
four-State area which we serve. 

At the outset, we wish to make clear that we are ready to accept and support 
the enactment of appropriate bank holding company legislation and further on 
I propose to give you our idea of what we believe to be appropriate. We 
strongly oppose however, certain provisions of both 8. 1118 introduced by Sena- 
tor Capehart, by request, and also 8. 76 introduced by Senator Robertson. The 
Capehart bill would mean for us nothing less than a slow death sentence, and 
the Robertson bill, while much less severe in its impact upon us, is also unac 
ceptable to us in part. 

I feel it necessary to set forth in some detail the features of both bills which 
we believe unwise and unjustifiable and which would greatly hamper our in 
stitution and, in the case of the Capehart bill, would eventually put us out of 
business. I will first take up the Capehart bill. 

1. Section 2 of S. 1118 contains a declaration that for the purposes of the act 
a bank holding company and its subsidiary banks shall constitute a branch 
banking system. 

That statement is completely unjustifiable. The independent bankers’ asso 
ciations which are supporting this bill know better. The testimony last sum 
mer before this committee of representatives of both the Comptroller of the 
Currency and the Federal Reserve Board recognized the wide distinctions be- 
tween branch banking and holding company banking, as did the Federal De 
posit Insurance Corporation and the representative of the American Bankers 
Association who testified before you. The latter submitted a supplemental 
statement specifically referring to the differences between the two banking 
systems to which was attached as an exhibit a four-page comparison emphasiz 
ing some of the important distinctions. 

From the viewpoint of an individually owned bank competing with a bank 
owned by a holding company, the holding company bank enjoys none of the com 
petitive advantages which accrue to a branch bank and few, if any, advantages 
which are not available to the individually owned bank through its correspondent 
relationships. Legislation by Congress has always recognized the essential dis- 
tinction between the two types of banking systems as has State legislation 
generally. 

This subject is so important that at the risk of some repetition of the thoughts 
of other witnesses, I nevertheless will briefly review the most important of the 
distinctions between these two types of banking. 

Each separate bank in a bank holding company system is separately capitalized 
and is in all respects a separate corporation. On the other hand, under branch 
banking there is only one corporation and its capital structure is equally appli 
cable to the main office and to all branches. As a result of this, each of the 
individual banks of a bank holding company system has a loan limit much 
smaller than that which the main office and each branch of a branch banking 
system has. Particularly in smaller communities this gives a great advantage 
to the branch bank. Further, the branch bank enjoys prestige because of its 
size in all communities where it has its main office and branches. On the other 
hand, while a bank affiliated with a holding company system may enjoy some 
measure of prestige because of the size of the system as a whole, it is nevertheless 
a separate legal entity with a restricted net worth and capital structure and 
does not enjoy anywhere near the full prestige which the branch bank enjoys. 
This is important not only in connection with loans but particularly in connection 
with deposits of corporations engaged in business on a national scale. 

The competitive position of an individually owned bank with respect to a bank 
in a holding company system is very different indeed from its competitive posi 
tion with respect to a branch bank. Assume, for a moment, that First Bank 
Stock Corp. is one bank with branches in all communities where its affiliated 
banks are situated. Its capital and surplus would then be approximately $70 
million. Thus, its 10 percent loan limit would be $7 million and it could make 
loans in this amount at all points where its presently affiliated banks are situated 
Among these communities is the city of Billings, Mont., with a population of 
approximately 40,000. The bank in that city affiliated with this holding company. 
has capital and surplus of $700,000 and its loan limit, therefore, is $70,000, in 
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contrast with the $7 million above set forth. In Billings there are two indi- 
vidually owned banks, the larger of which has a capital and surplus of $1,150,000 
with (if a national bank) a resulting loan limit of $115,000. Therefore, this 
individually owned bank in Billings has an advantage over the bank affiliated 
with this holding company in that it has a larger capital and surplus and a larger 
loan limit. Obviously, if this holding company were a bank with branches, its 
Billings branch with a loan limit of $7 million would have a substantial com- 
petitive advantage over the individually owned Billings bank. As the matter 
now stands, such other Billings bank has larger totals, as well as larger capital, 
than the bank at Billings affiliated with this holding company, and hence now 
enjoys whatever prestige results from greater size. Contrast this with the 
situation which would exist if the Billings bank of this holding company were a 
branch of a bank which had total assets of more than $1,200 million, which is 
approximately the total of deposits of all banks affiliated with the holding 
company. 

In the case of branch banks each branch has not only the benefit of a loan 
limit based upon the capital and surplus of the entire branch system, but also 
has access to the entire capital structure and deposits of the whole system to 
meet demands for loans, and one branch could conceivably make loans in excess 
of its own total deposits. This mobility of funds gives a branch of a large 
system a tremendous advantage over an affiliated bank of a holding company 
which, precisely like an individually owned bank, is limited in its loanable 
funds to its own capital and deposits except as it may in the normal course of 
business borrow from or place overlines with its correspondent banks. It is of 
interest that First National Bank of Minneapolis and the First National Bank 
of St. Paul, the two large metropolitan banks affiliated with First Bank Stock 
Corp., have larger participations both in number and amount in aggrecate loans 
from nonaffiliated correspondent banks than in loans from banks affiliated with 
the First Bank stock system. 

Furthermore, the necessity of separate capitalization of each affiliated bank 
in a holding-company system results in an uneven ratio of capital assets to de- 
posits in the banks of the system. Some of such banks will have a ratio less 
than the average in the system and some will have a greater ratio. In order 
to achieve a proper ratio in all banks of a bank holding system a greater in- 
vestment therefore becomes necessary than to achieve a proper ratio in a branch 
banking system with the same aggregate deposits and assets. 

Each bank of a holding-company system is a separate legal entity which is 
managed by a separate board of directors. Such directors have both a legal 
and moral responsibility for the operations of the local bank. Substantially all 
of them are local men sharing the point of view of the community. They and 
the officers of the bank actually run the banks. Loans are normally made with- 
out any advance information to the holding company. On the other hand, in the 
ease of a branch banking system, there is, of course, onlv one board of directors, 
most of whom are residents of the community in which the main office of the 
bank is situated. In communities where a branch banking system has branches, 
the branch has at most an advisory committee of local men who have no legal 
responsibility for the operation either of the main office or of the local branch. 
Branches of such a bank are in general completely operated and controlled by 
the main office of the bank. 

2. Under section 3 of the Capehart bill, a bank holding company is defined 
basically as one which owns 25 percent or more of the voting stock of each of 
2 banks. Under any conceivable definition, our corporation would be a bank 
holding company and we have no direct interest, therefore, in this subject. 

8. Section 5 (a) (3) provides that without the prior approval of the board, 
a bank holding company cannot acquire the assets of a bank. It is diffienlt for 
me to see any real policy behind this. If such assets are acquired for the pur- 
pose of conveying them to a new bank to be organized, approval of the board 
will be necessary under the bill if the holding company is to own any stock in 
such new bank. On the other hand, if such assets are to be held and liquidated 
by the bank holding company without the establishment of a new bank or a 
new hanking office, there would seem to be no possible objection to such action on 
the ground of policy. Finally, if such assets are to be turned over to a newly 
created branch of a bank, consent of either Federal or State supervisory authori- 
ties would be required under present law. 

4. Section 5 (b) requires the approval of supervisory authorities if a hank 
which is a subsidiary of a bank holding company acquires all or substantially all 
of the assets of another bank. Again, it seems that there is no reason for treat- 
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ing the acquisition of the assets of another bank by a bank which is a subsidiary 
of a bank holding company differently than if the acquiring bank is an indi- 
vidually owned bank. This is the type of legislation which, if it is to be enacted, 
should be applied to all banks and not merely to subsidiaries of a bank holding 
company. It will be noted that the supervisory authorities unanimously agree 
that the legislation should not embrace the subject of the acquisition of bank 
assets. 

5. Section 5 (c) provides that before any acquisition of stock or assets by a 
bank holding company can be approved, the Federal ageney must give notice to 
the Comptroller of the Currency if the applicant bank or “any bank affected 
by the application” is a national bank, or to the State supervisory authority if 
the applicant bank or any bank affected by the application is a State bank. If 
the authority so notified files its written disapproval of the application within 
30 days, the application cannot be granted. 

This is a most arbitrary provision. No tests or standards are prescribed to 
govern the action of either Federal or State supervisory authorities which, 
therefore, can be purely arbitrary. By such a provision Congress would be 
conferring upon a State supervisory agency the right to veto such an application 
even where the State law does not give it any such power. Finally, there is 
ro provision for shortening or dispensing with the required notice in case of an 
emergency. 

There is no definition of any bank affected by the application and this might 
mean that any competing bank claiming to be affected by the proposed trans- 
action would be held to be affected by the application so that in the great majority 
of cases the consent of two sets of Federal supervisory authorities and of the 
State authority would be necessary. 

6. Section 5 (d). This section absolutely prohibits a bank which is a sub- 
sidiary of a bank holding company from acquiring the assets of a bank in another 
State even where no new banking office will be added by such acquisition. Again, 
this is legislation which, if enacted, should apply to all banks and not merely to 
au subsidiary of a bank holding company. 

7. Section 5 (d) also prohibits a bank holding company from acquiring stock 
in an additional bank in a second State even if the second State expressly per- 
mits such aequisition. This is not a protection of States rights but on the con- 
trary is an invasion by the Federal Government of the rights of a State since 
Congress would be prohibiting State action permitting foreign holding companies. 

8. Section 5 (d) forbids a holding company to acquire shares in an additional 
bank “except in conformity with the laws governing branches of banks in such 
State.” Again, this is far from being a protection of States rights. It is a 
restriction thereon since Congress thereby prohibits a State from permitting 
holding company banking and at the same time restricting branch banking. 

Section 5 (d) by giving the States the right to prohibit the acquisition of any 
bank stock, interstate or intrastate, is a slow death sentence on our institution. 
We have our main office in Minnesota, which does not permit branch banking, 
and as above set forth, we own banks in three other States in the Ninth Federal 
Reserve District. If the provisions of section 5 (d) become law we will be 
completely prohibited, not only from acquiring stock in additional banks in 
any State whatsoever, but even from acquiring stock in banks where we already 
have a majority ownership. Since in most cases we own substantially all of 
the stock of our affiliated banks, the directors of such banks can purchase stock 
necessary to qualify them as bank directors only from us and if this legis- 
lation were enacted we would be unable to buy back any such steck upon the 
death of the director or at any other time. It would follow that gradually our 
ownership of stock in such banks would be diminished over the years until 
we lost control of them. 

The philosophy of section 5 (d) in giving the States a measure of control over 
who can own stock in a national bank has been said to be required by a proper 
recognition of States rights. Nobody is more solicitous than are we of the 
rights of the individual States; no one dreads more than we the centralization of 
authority in the Federal Government in Washington, which has developed so 
rapidly in the recent past. However, we are here dealing with the national 
banking system and with a proposal which would allow the 48 States seriously to 
interfere with the future growth and operation of that system. 

A complete recognition of States rights would lead to the abolition. of the 
national-banking system. The mere statement of this suggestion demonstrates 
that the very existence of the national-banking system is incompatible with 
States rights in their fullest degree. The banking history of the United States 
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has been a compromise between the rights of the Federal Government and States 
rights, and the result has been the existing dual banking system. As we under- 
stand it, our national philosophy for many years has been to attempt to keep 
national banks and State banks on a basis of equality so far as competition is 
concerned, so that neither national banks nor State banks have outstanding 
competitive advantages over the other. Always, however, this is subject to the 
needs of the Nation as a whole for 2 countrywide national-banking system. 

Today the national-banking system is an essential, indispensable adjunct of 
the National Government. Without it, an orderly operation of our Government 
eannot be conceived. Certainly the Federal Government cannot afford to leave 
this vital function wholly to the control of the 48 separate States with all the 
variances and divergencies which would result. 

It is true that Congress abdicated to the States its powers with respect to 
branch banking by national banks. Such partial abdication does not mean that 
Congress should abdicate further, but rather that it should carefully guard its 
remaining powers over the national-banking system and the supply of capital 
available therefor. 

The country as a whole has an interest in the national-banking system, which 
extends into every State. Conceivably, the State itself might not recognize 
such national interest and might shortsightedly legislate to the detriment of 
the entire banking structure of the State, if Congress permits it to do so with 
respect to national banks. Generally speaking, State laws permit smaller 
capitalization for State banks than is required for national banks and in many 
other respects the State banking law is often more liberal than the National 
Banking Act. Many communities cannot locally raise the capital necessary for 
a national bank, although they may be able to do so with respect to a State 
bank because of the lower requirements of the State law. If bank holding com- 
panies are prohibited from owning stock in national banks (and presumably 
also in State banks in such a State) the national-banking system within the 
State may well be hampered since capital from holding companies may not be 
available for national banks, and the tendency will be to organize State banks 
with less capital. This may be in conformity with the policy of the State but, 
we repeat, the Nation as a whole and the Federal Government are vitally 
interested in maintaining a sound national-banking system in each State regard- 
less of local policy. 

Never before has the suggestion been made that States should be permitted to 
control the sources of capital for national hanks. The suggested provision 
would do so to a substantial degree since the collective capital of many persons 
made available by bank holding companies would not be available under the 
proposed law in States expressly forbidding bank holding company acquisitions. 

The suggested provision would be a step backward in our economic life: it 
would in effect permit each State to impose a tariff with respect to banking 
capital supplied by bank holding companies: it would prevent the free flow of 
banking capital across State lines, and might retard the development of those 
States which had less banking capital available within their own borders. 

The national banking system will and should grow and expand with the ex- 
panding economy of the country. The last 20 years has seen an enormous in- 
crease in the capital structure of the banks of the country, both State and 
national. Banks must compete with all other business concerns in seeking the 
additional capital required by this expansion. In no other business is capital 
forbidden to cross State lines, and in no other business does a State determine 
who are to be the owners of the business. A very substantial source of the 
capital which will be required in the future for the national banking system will 
be cut off under the proposal. 

In considering this legislation the requirements of all narts of the country 
should be considered. Bank holding companies may well be of more economic 
value in some areas of the country than in others. Some of the States, particu- 
larly the newer ones, have small populations, wide geographical expanse, com- 
paratively short histories, and have not had the opportunity to build up a great 
deal of capital. In many instances the communities in such States look to a 
metropolitan center elsewhere as their commercial, financial, and economic 
capital. 

Congress has abdicated far enough in permitting the States to reguiate branch 
banking. The bank in a bank holding company system enjoys no substantial 
competitive advantage over the individually owned bank in its community. 
The branch bank under the same circumstances would have a tremendons com- 
petitive advantage. There may have been reason, therefore, for the abdication 
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by Congress of its powers over branches of national banks but no comparable 
reason exists for handicapping the national banking system in obtaining its 
capital needs through bank holding companies regulated by the Federal 
Government. 

In any event, and whatever legislation is enacted, a bank holding company 
should be free, without the approval of anyone, to buy minority shares in banks 
where it already owns a majority of the stock. Ti. such cases the bank is already 
controlled by the bank holding company and no public policy is served by requir- 
ing the approval for acquisition of additional stock. The requirement of such 
approval will be a substantial hardship on minority stockholders since it will 
handicap the sale of their stock in the most important market which ordinarily 
exists under such circumstances, viz, the bank holding company itself. 

9. Section 6 of the Capehart bill requires the bank holding company to divest 
itself of the stock of any company other than a bank, and prohibits it from en- 
gaging in any business other than that of banking. The bill contains limited 
exceptions to this requirement but apparently a bank holding company could not 
itself engage either directly or through a subsidiary in furnishing services to 
its affiliated banks such as auditing, credit information, advertising, assistance 
in the purchase of bonds, bank paper, ete. In this connection it is suggested that 
the prohibition might read—‘“or to engage in any business other than that of 
banking or of servicing affiliated banks,” and that the bill contain a further 
excepution in section 6 (b) which might read as follows: 

“7. To shares of any company, all the activities of which the Board has 
determined are so closely related to the business of banking or of servicing 
affiliated banks, as to be a proper incident thereto and as to make it unnecessary 
for the prohibitions of this section to apply in order to carry out the purposes of 
this act.” 

Turning to the Robertson bill, S 76, we find that the basic definition of a 
bank holding company is one which owns 50 percent or more of the shares in an 
insured bank. As I have already stated, we are not interested in definitions, 
since we will be a holding company under any of the definitions suggested. 

Section 3 provides that a bank holding company cannot acquire any shares 
of any bank except with the consent of the Federal Reserve Board if the bank is-a 
State member bank, or of the Comptroller if the bank is a national bank, or of 
FDIC if the bank is a nonmember bank. I believe that at the present time all 
interested parties agree that only one Federal supervisory authority should have 
jurisdiction. The provision requires a 30-day notice to State supervisory au- 
thorities to permit them to submit their views and recommendations, and this is 
satisfactory except that there should be provision for shortening or eliminating 
such period in event of an emergency. 

Section 4 requires divestment of nonbanking interests and we suggest that the 
provision be clarified to permit the servicing of bank affiliates and to give dis- 
cretionary authority with respect to companies whose business is related to 
that of banking, in the same manner as I have explained above with respect to 
section 6 of the Capehart bill. 

Section 7 of the Robertson bill contains a statement that the enactment of the 
bill by Congress shall not be construed as preventing any State, to an extent not 
inconsistent with the act, from exercising the same power and jurisdiction which 
it now has with respect to banking, bank holding companies and subsidiaries. 
This seems to me to be merely a declaration of a legal fact and to be entirely 
unnecessary. 

Finally, section 8 of the Robertson bill provides that in exercising their dis- 
cretion with respect to acquisitions, the supervisory authorities shall take into 
consideration “the policy of Congress, hereby declared, in favor of local owner- 
ship and control of banks and competition in the field of banking.’ So far as 
competition is concerned, the policy of Congress has already been expressly 
declared and set forth in the Clayton Act, and repetition of it here is unneces- 
sary. So far as local ownership is concerned, as a matter of fact Congress has 
no such policy favoring local ownership of banks. There is no restriction of 
any kind over the geographical ownership of bank stocks and it is well known 
that the stocks of the larger banks of the country are widely held throughout 
the Nation. Congress has expressly permitted branch banking where States 
permit it and therefore has expressly permitted the complete reverse of local 
ownership in this respect. The bill would unfairly discriminate against bank 
holding companies if such a declaration of policy is included, since no such 
policy exists with respect to banks generally. 
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For the above reasons we strongly oppose both the Capehart bill and the 
Robertson bill. However, we are in favor at this time of appropriate legislation, 
for the reason that we would like to get this matter behind us and not because 
we believe that there is any substantial public demand for such legislation. I 
will briefly outline the essentials of what we deem to be appropriate and suffi- 
cient legislation in this respect. 

The essentials of legislation proposed in the past, and the testimony which has 
been given, are directed to three basic points: 

(1) Definition of a bank holding company ; 
(2) Restrictions on expansion; and 
(3) Required divestment of nonbanking interests. 

In addition, there is the question of who should administer legislation. It is 
our thought that one agency only should administer the law and that this should 
be the Federal Reserve Board. We suggest that reasonable discretionary 
powers in the administration of the statute be given to the Board. 


DEFINITION 


Again, we state that the question of definition of a bank holding company 
does not affect our institution, since we are certain to continue to be a holding 
company. We do point out, however, that inclusion of nonmember, noninsured 
banks in the basis for the definition may raise constitutional questions. 


EXPANSION 


Without prior approval of the administering agency, a holding company 
should be prohibited from acquiring stock in an additional bank, any company 
should be prohibited from taking action which would result in the creation of 
a new holding company, and a holding company should be prohibited from 
acquiring more than 5 percent of the shares of another holding company, with 
three exceptions: 

(1) Acquisition of minority interests where the holding company already owns 
a majority: 

(2) Stock acquired in good faith in a fiduciary capacity unless held for the 
benefit of the holders of a majority of the stock of a bank or holding company ; 
and 

(3) Stock acquired in the regular course of securing a debt previously 
contracted. 

There should be ne statement with respect to a policy in favor of local owner- 
ship. Practically all of the larger banks, wherever located, are owned by stock- 
holders living all over the United States and in foreign countries. By permitting 
branches, Congress has shown that it has no such policy. 

In administering the law with respect to additional! acquisitions, the test set 
forth in section 3°(b) of the committee print would be satisfactory to us, viz, “to 
expand the size or extent of the bank holding company system involved beyond 
limits consistent with adequate and sound banking and the public interest and the 
preservation of competition in the field of banking.” Provision should be made 
for 30 days’ advance notice from the administering agency to State authorities of 
the proposed acquisition, and consideration should be given to their views, but in 
cases of emergency the agency should be authorized to shorten or dispense with 
such notice. 

There should be no grant of power to a State to prevent expansion, either in- 
trastate or interstate, either by State statute or by action of State authorities. 
The Federal administering agency alone would have the right to permit or refuse 
expansion with due consideration to the views of the State authorities. 

The administering agency should have no more right to place any conditions 
on acquisitions than they have continuously with respect to other banks. 

There should be no confusing of branch banking and holding company banking. 


DIVESTMENT 


After 5 years, bank holding companies should be prohibited from engaging in 
any business other than that of banking or of managing or controlling or of 
servicing controlled banks. With the exceptions hereinafter mentioned, after 5 
years no bank holding company should be permitted to own or control “any 
company which is not a bank or which is engaged in any business other than that 
of banking or of managing or controlling or servicing controlled banks.” The 
administering agency should be authorized to extend this period of time for a 
second period of 3 years, if in the opinion of the administering agency the holding 
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company would be damaged by a denial of additional time within which to 
accomplish divestment. 

There should be an exception of “shares of any company engaged solely in a 
sufe deposit or fiduciary business or of any company, all the activities of which 
the administering agency has determined to be so closely related to the business 
of banking or of managing or controlling or servicing controlled banks, <s to be a 
proper incident thereto and as to make it unnecessary for the prohibitions of this 
section to apply in order to carry out the purposes of this act.” 

We believe it would be advisable to have a further exception of shares in non 
banking companies, if not controlled and if such holdings do not in any case 
include more than 5 percent of the voting stock of any nonbanking company. 
We can see no objection to investment by a bank holding company in the stock 
or other securities of a nonbanking company where no control exists. Such 
investment may well afford a useful secondary reserve. 

Tax relief should be given by way of postponement of tax on divestment of 
stocks of nonbanking companies or, if the holding company so desires, on divest 
ment of its banking stocks. In such cases, taxes are by no means waived; rather, 
payment is postponed until the stock distributed is finally disposed of. 

We assume, of course, that the act will require that registration of a holding 
company will be on forms prescribed by the administering agency; that periodic 
reports will be required ; and that there will be penalties for violation. 

What I have here suggested will provide complete coverage of the three basic 
points that have been discussed over a long period of years—briefly, the defi- 
nition of a holding company ; the requirement of permission to acquire stock in 
another bank or stock in another holding company (in excess of 5 percent) ; 
and the requirement that a holding company must divest itself of all interests 
which, in the opinion of the administering agency, are not a proper incident 
to the business of banking. 

Legislation such as I have outlined would, I believe, accomplish everything 
that you have in mind, and would still permit bank holding companies to operate 
in normal fashion. The Capehart bill, on the contrary, would be a slow death 
sentence to us. 

In all of the testimony over the years before committees of the Congress 
no one, so far as I know, has shown any abuse of holding company banking. The 
recent Chicago situation was an instance of abuse by the owners of a bank of 
their powers but such abuses could occur just as readily with individual owners 
as with a bank holding company ownership. Bank expansion in recent years 
has been by the use of branch banking, not by holding company banking, and 
either State or Federal authorities have in every instance sanctioned the 
establishment of each such branch. 

No abuse or emergency, State or national, has been shown warranting puni- 
tive legislation. No public demand exists for any legislation. Communications 
from bankers urging bank holding company legislation are prompted by the small 
group who wrote the Capehart bill. You will note that such communications, 
while generally advocating bank holding company legislation, do not consider 
any of the various features which I have discussed. 

We, too, favor bank holding company legislation, but not of a type which means 
a freeze or a death sentence. We are proud of our record of 25 years of bank 
holding company operation and we strongly deny that any need has been shown 
for legislation of the severity of that in the Capehart bill. 


Senator Bennett. All right, Mr. Oliver, you are going to present 
your statement for the record and make come comments ¢ 

Mr. Ouiver. Yes, sir. 

Senator Bennett. Would you sit down and proceed then to make 
whatever comments you care to? 


STATEMENT OF FRED N. OLIVER, GENERAL COUNSEL, NATIONAL 
ASSOCIATION OF MUTUAL SAVINGS BANKS 


Mr. Ouiver. Mr. Chairman, my name is Fred N. Oliver. I am 
general counsel for the National Association of Mutual Savings 
Banks, with offices at 110 East 42d Street, New York City. 

I am appearing here in the interests of the mutual savings banks, 
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who have met through their appropriate committees and have 
directed me to appear. 

There are 529 mutual savings banks, operating in 17 States, with 
aggregate assets of approximately $27,200 million and Spee an 

$24,387 million in deposits. There are approximately 20,217,000 
depositors. 

Mutual savings banks are local community thrift institutions whose 
purpose is to accept the savings of people in the community, to invest 
those savings safely, and to return a conservative earning to the de- 
positors. ‘These mutual savings banks have no sechallaes, their 

assets belong to the depositors and they are operated by boards of 
trustees, usu: ially without compensation. 

The profit motive for expansion through the bank holding device is 
completely lacking in a mutual savings bank. The management is 
salaried, the trustees serve with no compensation in many cases and 
nominal compensation in other instances, and there are no stockhold- 
ers to be rewarded. The duty of the trustees and the management is 
simple of definition: It is to invest conservatively the savings en- 
trusted to them and to pay a modest return to the depositors. 

The mutual savings banks ordinarily would have Fad no concern 
with the legislation pending before this committee. Because of their 
local character and their strict regulation with respect to all phases 
of their business, including branches and investments, these institu- 
tions could not by any stretch of the imagination be considered as 
being in the bank holding-company business. 

Both bank holding-company bills on which the committee is now 
conducting hearings, S. 76 and S. 1118, exclude mutual savings banks 
from their definitions of “bank holding company” by specific lan- 
guage. 5S. 76, page 2, lines 7, 8, and 9, and S. 1118, page 2, lines 10 
and 11. In exempting mutual savings banks from the provisions of 
S. 76 and S. 1118, the sponsors of these bills have given recognition 
to the fact that the abuses at which the bills are aimed have not been 
»racticed by mutual savings banks and because of State laws cannot 
“a practiced by them. 

In testifying before this committee on June 10, 1953, on the subject 
of S. 76 and S. 1118, both Governor Robertson of the Federal Reserve 
Board and Mr. Jennings, Deputy Comptroller of the Currency, recom- 
mended that the exclusion of mutual savings banks from the pro- 
visions of these bills be eliminated and that these thrift institutions 
be included within the provisions of any bank holding company leg- 
islation. In a draft of a substitute measure which Governor Robert- 
son presented to the committee during the course of his testimony, 
the exemption of the mutual savings banks was omitted. This recom- 
mendation coming from these responsible officials is difficult to under- 
stand in the light of the practices which they hope will be eliminated 
or curbed by enactment of bank holding-company legislation. In his 
testimony on June 10, 1953, regarding the bills before the committee, 
Chairman Martin of the Federal Reserve Board said : 

The fundamental concept with which we start is that Federal regulatory 
legislation in this field should deal only with those problems which cannot 
adequately be dealt with by the States and then only to the extent necessary 
to meet the actual needs of the specific situations which give rise to these prob- 
lems. Our approach, therefore, is one of minimum control rather than an ap- 
proach designed to meet alleconceivable situations that could arise in the 
future. 





4 
: 
, 


Lt 


csi RAERS 


et, Rip lh 


‘aii aki a eae. iT MT it iF g 


at bn aS a an 


tne: tani. — aerate Sates 





V 
pre 
clu 
con 
ade 
ihe 

I 
ma 
leg 

* 
its 
thus 
geot 
The 
com 
whe 


T 
aga 
for 
acq 
sale 
a cc 
full 
wit 
lim 
cou 
we 
mu 
sec 

I 
chu 
rest 
Sta 
cap 

I 
not 
one 

I 
of 1 

( 
wh 
are 
Sta 
bar 


on | 
A 


4 


the 
bar 
mit 


Ish 
4 

I 
ow! 
mu 


ave 


rith 
ely 
000 


ose 
fest 
de- 
1elr 


of 


CB is 

is 
ind 
Id- 
t is 
en- 


ern 
eir 
ses 
tu- 


as 


ow 
nks 
an- 

10 

of 
ion 
en 
not 


ect 
‘ve 
m- 
ro- 
ms 
bg- 
Tt- 
ny, 
m- 
er- 
‘ed 
his 
ee, 


ory 
not 
ary 
‘ob- 
ap- 
the 


nate | 


BANK HOLDING LEGISLATION 317 


We concur in the soundness of this fundamental concept as ex- 
pressed by Chairman Martin, but we respectfully submit that to in- 
clude mutual savings banks within the definition of “bank holding 
company” would be to extend Federal regulation into fields alre: udy 
adequately dealt with by State law and State regulation and in which 
there is no need for Federal interference. 

In his same statement, Chairman Martin said that there are two 
major problems in the bank holding company field which call for 
legislation. He defined these problems as: 

* One is the unrestricted ability of a bank holding company to expand 
its banking operations through the acquisition of additional banking offices, 
thus making it possible for the commercial banking resources in a particular 
geographical area to be concentrated under the control of a single corporation 
The other major problem is that which arises from the fact that a bank holding 
company may control not only banks but also various other types of enterprises 
wholly unrelated to the business of banking. 

The first abuse which Chairman Martin believes should be guarded 
against by bank holding company legislation is the unrestric ted ability 
for a bank holding company to exp: and its banking operations through 
acquisition of additional banking offices. In the first place, let it be 
said that mutual savings banks are not permitted to do and do not do 
a commercial bank business. They are closely supervised under care- 
fully drawn State laws. These State laws are not entirely uniform 
with respect to expansion, but generally speaking they have only a 
limited right to open or oper: ate 1 or 2 branches in the particular 
county in which they operate. In the New England States, in which 
we are principally concerned, investments of mutual savings banks 
must conform to what is commonly referred to as the leg al list of 
securities eligible for investments. 

In Rhode Island, Vermont, Connecticut, New Hampshire, Massa- 
chusetts, and Maine mutual savings banks are permitted under certain 

restrictions to invest in the stock of commercial banks. Some of these 
States limit the investment in bank stock to less than 15 percent of the 
capital of a commercial bank. 

For instance, in Connecticut and Maine a mutual savings bank may 
not own more than 10 percent of the total voting capital stock of any 
one commercial bank. 

In Massachusetts a savings bank may not hold in excess of 15 percent 
of the outstanding stock of any one commercial bank. 

Others permit an investment of more than 15 percent. Those States 
which permit an investment of 15 percent or greater in any one bank 
are Vermont, Rhode Island, and New Hampshire. Some of these 
States permit the savings banks to share quarters with a commercial 
bank, while others do not. In all of these States there are restrictions 
on this investment authorization to prevent abuses. 

As far as we can determine, nine mutual savings banks, none of 
them large institutions, might come within the provisions of any 
bank holding company bill ‘that might be brought out by this com- 
mittee. Four of these mutual savings banks are in the State of Rhode 
Island, and five of them are in the State of New Hampshire. 

A fuller discussion with respect to these nine savings banks follows. 

In the State of Rhode Island each of three mutual savings banks 
owns a controlling interest in a separate trust company and a fourth 
mutual savings bank controls a national bank. In each case, the sav- 
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ings bank and the trust company or national bank share the same build- 
ing, but their assets are completely segregated and their functions are 
distinct and separate. For instance, the trust companies and the na- 
tional bank involved do not accept savings deposits and the savings 
banks involved do not accept commercial accounts and do not doa trust 
business. Their business supplements each other and, by the use of 
common quarters, they afford great convenience to persons having 
business with both institutions. 

Savings Bank A in the city of Providence owns 100 percent of the 
stock of a bank empowered to do a safe deposit and trust business, 
but as a matter of fact does only a safe deposit business. Savings 
Bank B in the city of Providence owns 83 percent of a trust company 
which does a general commercial bank business, except that it does 
not accept savings accounts or make mortgage loans, Savings Bank 
C in another Rhode Island city has the entire ownership of a safe 
deposit and trust company which does only a trust business. Sav- 
ings Bank D in still another Rhode Island city owns 2814 percent 
of a national bank which, with shares owned by some savings bank 
trustees, would total about 40 percent. This national bank takes no 
savings accounts and makes no mortgage loans. 

The laws of Rhode Island prohibit a mutual savings bank from 
owning more than 25 percent of the stock of more than one corpora- 
tion. In other words, the State law permits a Rhode Island mutual 
savings bank to own more than 25 percent of the stock of one and 
only one corporation. These four Rhode Island savings banks that 
have purchased controlling interests in one trust company or one 
national bank each have exhausted any possibility of further expan- 
sion on their part of bank control, or of the control of any other cor- 
poration for that matter. 

It should be noted that, in each instance where a mutual savings 
bank in Rhode Island owns a controlling interest in another banking 
institution, the commercial institution is not only located in the same 
city but is located in the same building and is not in competition with 
the savings bank which controls it. In short, the arrangements with 
regard to these savings banks and other banking institutions is a 
strictly local situation controlled by State law and State regulatory 
authority and containing none of the abuses which are intended to be 
corrected by the proponents of bank holding company legislation. 
Although repetitious, Chairman Martin’s statement which already 
has been quoted, should be repeated here for its pertinency : 

The Federal regulatory legislation in this field should deal only with those 
problems which cannot adequately be dealt with by the States and then enly 
to the extent necessary to meet the actual needs of the specific situations which 
give rise to these problems. Our approach, therefore, is one of minimum con- 


trol rather than an approach designed to meet all conceivable situations that 
could arise in the future. 


It may be readily seen that under the State law in Rhode Island, 
it is impossible for a mutual savings bank to stifle competition, to 
mushroom its control of other banks or to commit otherwise any of 
the large-scale abuses which the proponents of bank holding company 
legislation would curb and regulate. Yet, unless the specific exemp- 
tion of mutual savings banks—now contained in both S. 76 and 
S. 1118—is retained in whatever bill this committee may approve, 
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there is the real danger that a distorted and, we feel, wholly unin- 
tended result will be to bring these four Rhode Island mutual savings 
banks needlessly within the burdensome field of Federal regulation 
of bank holding companies, in spite of the fact that there is no danger 
from their activities. 

In New Hampshire, there are 5 smal] mutual savings banks that 
through stock ownership may be considered as controlling 1 com- 
mercial bank each. This control results from ownership ranging 
from 25 percent of the stock of the commercial bank to 45 percent 
of the stock in the case of the savings bank with the highest percent- 
age stock ownership. In 4 out of the 5 cases in New Hampshire, the 
mutual savings bank shares quarters with its commercial affiliate. 

In the fifth case, the sav ings bank and its commercial affiliate are a 
few doors apart. They engage in separate business in that the sav- 
ings bank takes savings deposits but does not conduct a commercial 
bank business, while the commercial affiliate engages generally in com- 
mercial banking operations but does not accept savings accounts. 
The managements are separate and independent. Here again, as in 
Rhode Island, the services of these two types of banks supplement 
each other and their use of the same building or the proximity of their 
offices is a great convenience to the public and is of profitable advan- 
tage to both institutions. 

Under New Hampshire law, no New Hampshire mutual savings 
bank can hold more than 25 percent of the capital stock of any one 
bank. In the cases in New Hampshire where ownership is in excess 
of this 25 percent limitation, it occurred prior to the enactment of 
the present law and the holding was not disturbed by the present 
law. Here again we see that both from an actual and a legal stand- 
point, the situation of a few New Hampshire savings banks having in 
each instance one commercial affiliate situated in the same building 
or in the same block, presents no problems and permits no abuses 
which should bring these savings banks within the purview of legis- 
lation aimed at a national large scale situation. State law and actual 
practice have kept this relationship between the New Hampshire 
inutual savings banks and their commercial affiliates within the bounds 
of reasonable accommodation to the public in accordance with the 
policy of the State of New Hampshire. 

Chairman Martin in his statement of June 10 was concerned by the 
fact that a bank holding company may control not only banks but 
also various other types of enterprises wholly unrelated to the busi- 
ness of banking. With one exception, which I shall refer to later, 
savings banks are required by law and regulation to engage in no 
business other than the traditional business of thrift institutions, 
that is, the acceptance of savings deposits, the safe investment of 
them and a return of earnings to the depositors. There is one type 
of business, however, which has béen intimately related with mutual 

avings banking for many years but which might be considered by 
internat ition to be “unrelated” to the business of mutual savings 
banking, and, hence, might invite the interference of the Federal Gov- 
ernment under any bank holding company bill. 

May years ago in Massachusetts that ‘State provided that mutual 
savings banks should offer as issuing company low-cost life insurance 
in limited amounts. This idea was first put forth and was vigorously 

34937—54—pt. 3——5 
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sponsored by the late Justice Brandeis in the belief that because of 
the people’s familiarity with mutual savings banks they should be 
permitted to avail themselves of this low-cost life insurance through 
these bank offices and only over the counter. This business of selling 
low-cost life insurance in limited amounts has spread to other States 
so that it is now authorized in other New England States as well as 
in the State of New York. Certainly this traditional local business 
of mutual savings banks should not be imperiled by any bank holding 
company bill aimed principally at the pyramiding of economic 
controls. 
CONCLUSION 


In exempting the mutual savings banks from the provisions of 
bank hajding-company legislation, the Congress will not be discrim- 
inating in favor of the mutual savings banks, Their very limited 
activities in the field of bank control and in the sale of savings bank 
life insurance are so far outside the purposes of the proponents of 
this legislation and are so adequately regulated and prescribed by 
State law and State regulation that it would be an injustice and an 
unnecessary hardship to subject the mutual savings banks to Federal 
control. 

It is apparent from the statements of Chairman Martin, Governor 
Robertson, and Deputy Comptroller Jennings that they do not con- 
ceive that the purpose of a bank holding-company bill is to extend 
Federal interference into affairs of local thrift institutions such as 
mutual savings banks. But their suggestion that the bills before this 
committee be amended by striking out the exemption of mutual sav- 
ings banks might very likely have that result in some cases. 

It is respectfully urged that the exemption of mutual savings banks 
from the provisions of these two bills or any bank holding-company 
bills be retained. As an alternative, it is recommended that a com- 
pany must control the voting shares of each of 2 or more banks before 
it qualifies as a bank holding company, as is provided in bill S. 1118. 

There is attached hereto for the convenience of the committee mem- 
bers a synopsis of the laws of various States governing the invest- 
ment of mutual savings banks in bank stocks. There is also attached 
a summary by States of the total investments of mutual savings banks 
in bank stocks. 

(The documents referred to follow :) 


Powers oF SAVINGS BANKS To INVEstT IN BANK Srocks 
CONNECTICUT 


A sayings bank may invest up to 50 percent of its surplus and profit and loss 
in the capital stock of any bank of deposit and discount located in Connecticut, 
New York City, Philadelphia, or Boston, if the bank has paid cash dividends of 
4 percent in each of its last 5 fiscal years; but out-of-State banks must have a 
combined capital surplus, and undivided profits of at least $10 million, in order 
for their stocks to be eligible. 

A savings bank may not invest more than 5 percent of its surplus and profit 
and loss in the stock of any 1 bank nor may it hold, either as investment or as 
security for loans or both, more than 10 percent of the voting stock of any 
bank. In computing these limitations, bank stock held as investment is figured 
at the value at which it is held less any specific reserve applicable thereto; bank 
stock held as security for loans is figured at the amount of the loan. Effective 
October 1, 1953, minimum capital, surplus, and undivided profits of out-of-State 
banks must be $20 million for their shares to be eligihle, but they may be located 
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in any city where the head office of a Federal Reserve bank is located. In addi- 
tion, investment may be made in the shares of any bank of deposit and discount 
in the continental United States that has a combined capital, surplus, and un- 
divided profits of at least $100 million and that has met the 4-perceant dividend 
requirement for the past 5 years (G. S. 149, sec. 5815 (8) ). 


DELAW ARE 


Delaware savings banks are not limited to investment in a legal list of securi- 
ties designated by statute. No Delaware bank may invest more than 25 percent 
of its total capital, surplus, and undivided profits in the stocks, bonds, or other 
obligations of any one corporation. (Laws Relating to Financial Institutions, 
sec. 44). 

MAINE 


Maine savings banks may invest in the stock of banks located in Maine and 
incorporated under Maine or Federal law. They may also invest in the stock 
of any bank in other New England States or in New York State, incorporated 
under the laws of any of those States or of the United States and located in a 
city of 250,000 population or greater; but an out-of-State bank, for its stock 
to be eligible, must be a member of the Federal Reserve bank system and must 
have capital and undivided profits of at least $10 million. 

A savings bank’s holding of bank stock, as investment or as security for loans, 
may not exceed 7% percent of its deposits; nor may it acquire stock in any one 
bank having a book value of more than 1 percent of its deposits; nor may it 
acquire more than 10 percent of the capital of any one bank (ch. 55 R. 8. sec. 38 
(XIX) ). 

MARYLAND 


In Maryland savings banks are not limited by law to invest in securities or 
other investment media prescribed by statutory legal list. Savings bank de- 
posits may be invested or loaned out on good security in the discretion of the 
directors (Banking Law, sec. 42). 


MASSACHUSETTS 


A Massachusetts savings’ bank may invest in the common stock of a trust 
company incorporated in Massachusetts and doing business in Massachusetts, 
or in the common stock of a national bank doing business in Massachusetts, 
provided : 

1. There is no preferred stock outstanding. 

2. Cash dividends of 4 percent have been paid on the stock in each of the 5 
years immeidately preceding the date of investment, without having reduced the 
aggregate per value of the stock within such 5-year period. 

3. Surplus of the commercial bank is equal to at least 50 percent of its capital 
stock, 

A Massachusetts savings bank may also invest in the common stock of a 
national bank or trust company doing business anywhere in the United States, 
provided : 

1. The bank is a member of the Federal Reserve System. 

2. The bank has capital, surplus, and undivided profits at least equal to (1) 
$40 million, and (2) 6 percent of its deposit liability at the end of the calendar 
year preceding investment. 

3. The bank has no preferred stock outstanding. 

4. The bank, in each of the 10 years preceding investment, has paid cash 
dividends of 4 percent on the common stock without having reduced the aggre- 
gate par value thereof during such 10-year period. 

The savings bank may not invest in bank stocks more than two-thirds of its 
combined guaranty fund and profit and loss account. It may not invest more 
than one-fifteenth of its combined guaranty fund and profit and loss acecunt in the 
stock of any one bank. Its investment in the stock of any one bank, together with 
stock of the bank held as collateral for loans, may not exceed 15 percent of the 
outstanding stock of such bank (ch, 168, Gen, Laws, Mass., sec. 54 (Seventh) ). 


NEW HAMPSHIRE 


Stock of banks and trust companies, or the “special deposits” of “guaranty 
savings banks,” incorporated in and doing business in New Hampshire, or the 
capital stock of national banks located in New Hampshire, is eligible; but no 
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mutual savings bank may hold for investment or as collateral security, more 
than 25 percent of the capital stock of any one bank. 

Stock of a national bank or trust company located elsewhere in the United 
States is also eligible, provided that the bank is a member of the Federal 
Reserve System; is located in a city with a population of 500,000 or more; has 
capital stock, surplus, and undivided profits of at least $10 million; has surplus 
and undivided profits equal to at least 100 percent of capital stock; and has 
earned and paid cash dividends in each of the last 5 of its fiscal years. 


OHIO 


Mutual savings banks in Ohio may invest in the stocks of banking corpora- 
tions organized or doing business under the laws of Ohio, of any other State, 
or of the United States, “under such further definition and restrictions as may 
from time to time be prescribed by the superintendent of banks” (General Code 
of Ohio, sec. 710-140). 

PENNSYLVANIA 


A Pennsylvania savings bank may invest up to 5 percent of the book value 
of its assets of 50 percent of its unimpaired surplus, unalloacted reserves, and 
undivided profits, whichever is less, in stock of American corporations, meeting 
certain requirements as to demonstrated earning power. Investment may not be 
made in any one corporation if the holdings of stock in that corporation will 
thereby exceed in cost one-fifth of 1 percent of the book value of the savings- 
bank assets or in number of shares 5 percent of the outstanding stock of the 
corporation. 

A Pennsylvania savings bank may also invest in the shares of a corporation 
incorporated in Pennsylvania for the purpose of conducting a safe deposit busi- 
ness (Banking Code, sec. 1208, 1209). 


RHODE ISLAND 


A Rhode Island savings bank may invest in the stock of any bank or trust 
company incorporated in New England or New York, or of any national bank 
doing business in those States. It may also invest in the stock of a bank incor- 
porated and doing business in other States, or a national bank doing business in 
such other States, if such bank (1) is a member of the Federal Reserve System ; 
(2) has a principal office located in a city of 200,000 or more inhabitants; and (3) 
has been in active business for at least 10 years preceding the date of investment, 
including in the 10 years any period in which a constituent corporation has been 
in business, if the bank was formed by a consolidation of 2 or more banks. Any 
such bank must have capital and surplus of at least $5 million. 

The savings bank may not have more than 10 percent of its deposits invested 
in bank stock, whether invested or held as security for loans. It may not have 
more than 3 percent of its deposits in the stock of any 1 corporation, nor may it 
hold more than 25 percent of the stock of more than 1 corporation (Gen. Laws, 
1988, ch. 139 (VII) ). 

VERMONT 


In Vermont, the purchase of corporate stocks is prohibited save stock in a 
Federal bank, a safe deposit company, a nominee corporation or a national or 
State bank or trust company organized and doing business within the United 
States (Vermont Statutes, sec. 8763). 


NEW JERSEY 


Savings banks may invest in common stock (if there are no senior securities 
outstanding) of a national banking association or trust company anywhere within 
the United States provided the national bank— 

1. Is a member of the Federal Reserve System: 

2. Had, at its last published statement preceding the date of investment, 
capital stock, surplus, and undivided profits equal to $40 million, and also equal 
to at least 6 percent of its deposit liability ; and 

8. Had paid cash dividends of not less than 4 percent in each of the 5 fiscal 
years preceding investment (without reducing the aggregate par value of its 
stock). 

A savings bank may not invest in the stock of any bank if total investments 
would thereby exceed 2 percent of the total outstanding common stock of any 
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one corporation, or if they would exceed 3 percent of the surplus of the savings 
bank, whichever is less. All equity investments of the savings bank may not 
exceed 30 percent of its surplus. Surplus is defined as being the surplus and 
individed profits of the savings bank, or the adjusted surplus as determined by 
the commissioner of banking (Ch. 78, Laws of 1953, Regular Statutes 17: 9A 
180.5 seq.). 

Investments of mutual savings banks in bank stocks 


Total assets of mutual savings banks in the United States _. $25, 300, 648, 530 
Total investment in bank stocks : 280, 340, COO 
Connecticut . ‘ erree J 81, 061, 000 
Delaware : inal . 182, 000 
Maine es . 6, 002, 000 
M: issachusetts : 156, 347, 000 
New Hampshine ad f i i ‘ 10, 511, 000 
New Jersey , ‘. fies shed 454, 000 
Ohio ———— ita 109, 000 
Pennsylvania - Salada abinlote . c ; ee 3, 461, 000 
Rhode Island , i 20, 971, 000 
Vermont —- ‘ asi ; 1, 147, 000 
Washington — i be 55, 000 
Wisconsin x seer Se ‘6a eee eee? 40, 000 


Mutual savings banks in the five other States in which they are located hold 
no commercial bank stock. These States are New York, Maryland, Minnesota, 
Indiana, and Oregon. 

Mr. Ontver. By way of further comment, I may say that perhaps 
my appearance today is unnecessary. The princ iples of the bill do not 
affect mutual savings banks, who are small thrift institutions— 

Senator Bennetr. May I ask you at this point: Is there a holding 
company that holds a number of mutual savings banks 4 

Mr. Oxrver. No. It is impossible under our setup. 

As explained in our statement, there are situations, first, because of 
our right and our ability to invest in bank stocks; and secondly, be- 
cause of certain local situations in New Hampshire and in Rhode 
Island, where a savings bank owns in excess of 15 percent, and in 2 
or 3 cases in excess of 50 percent, of a trust company or a commercial, 
That is purely a question of convenience. 

In some of those small towns the commercial bank, particularly in 
New Hampshire, and the savings bank occupy the same premises and 
they operate in practical effect in the same way as a State commercial 
bank would do, with a thrift department, neither of which compete 
with each other. 

Senator Bennerr. Are there any cases among the mutual savings 
banks where the savings bank owns two or more commercial banks? 

Mr. Ouiver. There are none. 

Now, so far as your bill S. 1118, which was Mr. Capehart’s bill, and 
your S. 76, I think it was, introduced by Senator Robertson, we have 
no objec tion to those bills, because both of those bills eliminate mutual 
savings banks from the provisions of the proposed legislation in spe- 
cific terms, and we had not expected to appear until Governor Robert- 
son of the Federal Reserve Board offered some amendments to those 
bills, which would have eliminated our exemption. 

Now, this bill or similar legislation has been pending for some 6 
or 7 years. When the matter first arose some 6 or 7 years ago, we 
went to the Federal Reserve Board and worked out an agreement 
with them, based upon our showing that after all, there was no spe- 
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cific evil with reference to our institution which the legislation in- 
tended to correct. 

We worked out an agreement with them that the provisions of the 
bill would not apply to mutual savings banks, and that elimination, 
that exemption, was incorporated by the committee. 

Senator Bennerr. May I interrupt you again at this point, Mr. 
Oliver. Have you discussed with Mr. Robertson of the Federal 
Reserve Board the change that his bill made? 

Mr. Oniver. I have made arrangements through Mr. Cherry, who 
is a counsel for the Federal Reserve Board, to meet Mr. Robertson, 
Governor Robertson, at his convenience. It so happens that the next 
3 or 4 days he is tied up. But I understood from the purport of 
Senator Robertson’s question or comment today that he did not expect 
you would attempt to report out a bill and get passage in this session 
of Congress; that he hoped to work on an amended bill with Senator 
sricker. 

Senator Bennerr. You do not have any knowledge now that the 
change in exemption, as it appeared in the recommendations of Gov- 
ernor Robertson, was done for the purpose of including you? It 
may have been an inadvertence? 

Mr. Oxtver. I don’t know. 

Senator Bennerr. You don’t know? 

Mr. Oxitver. I beg your pardon. I must change that. I did talk 
to the assistant general counsel shortly after the recommendation 
was made. Governor Robertson was not available at the time. I got 
the impression in my conference with him that it was a deliberate 
change. About that, however, he may have been mistaken. At any 
rate, I got nowhere with the discussion. Perhaps he didn’t have 
authority to make any suggestion or recommendations. 

The philosophy of his approach was that he didn’t see why we 
should object to the regulations if it didn’t do us any harm. I thought 
the principle should be that you shouldn’t regulate a State institu- 
tion unless there is some need for it. At any rate, I am going to try to 
see Governor Robertson. 

Senator SrarKMAN. Have you seen the committee print? Are you 
exempted in it, too? 

Mr. Outver. No. That is Governor Robertson’s recommendations, 
I think, Senator Sparkman. 

Senator Sparkman. I didn’t realize the committee print was Gov- 
ernor Robertson’s version. 

Senator Bennert. That is right. 

Mr. Oxtver. I have nothing further. My testimony, I think, is 
directed entirely to that one point. We are not taking a position on 
the merits of the general principles of the bill at all, because it doesn’t 
concern us. We simply say that we think Governor Robertson was 
wrong in suggesting the elimination of our exemption. 

Senator Bennerr. Thank you very much, Mr. Oliver. 

Mr. Outvrr. Thank you. 

__ Senator Benner. Mr. Jenkins, may I make a suggestion : I wonder 
if you would consider supplying every member of the Banking and 
Currency Committee a copy of your statement today, with the sug- 
festion that they be prepared, when you come back again, to discuss 
he material contained in the statement, as a substitute for the respon- 
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sibility of reading it over again maybe to a different group when you 
come back again. 

Mr. Jenxtns. Yes, sir. There are some 50 copies here. 

Senator Bennett. There are only 15 members of the committee. 

If that meets with your approval, I will ask the staff to see that every 
member of the committee gets ac epy of your statement, with the sug- 
gestion that you will probably be back and they will have an op- 
portunity to question you about the material in the statement. 

Mr. Jennys. Yes, sir. 

Senator Bennerr. We will go forward with that arrangement then, 
if it is satisfactory. 

Mr. Jenkins. Thank you. 

Senator Bennerr. Tomorrow we will begin at 10 o’clock and our 
first witnesses will be Messrs. Huntington and Morris. We have three 
other witnesses or groups of witnesses: Mr. Belgrano of the Trans- 
america Corp., Mr. Burtelow of the General Contract Corp., and then 
Mr. Harry Harding and Ben DuBois are scheduled to appear together, 
representing the Independe nt Bankers Association. 

I assume that Messrs. Huntington and Morris and Mr. Belgrano 
will be heard in the morning, and then we will let the chairman make 
the decision as to whether we will go on tomorrow afternoon or 
whether we will recess at noon tomorrow and go forward until 
Wednesday. ; 

We will recess now, until tomorrow morning at 10 o’clock, when 
we will hear Messrs. Huntington and Morris. 

(W hereupon, at 11:55 a. m., the committee recessed, to reconvene 
at 10 a. m., Tuesday, June 22, 1954.) 
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TUESDAY, JUNE 22, 1954 


Untrrep Srates SENATE, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, BC. 

The committee met, pursuant to recess, at 10: 10 a. m., in room 301, 
Senate Office Building, Senator Homer E. Capehart (chairman) pre- 
siding. 

Present: Senators Capehart, Goldwater, and Robertson. 

The Cuatrman. The committee will please come to order. 

The first witness will be Mr. Ellery C. Huntington, Jr., president, 
I believe, of the Morris Plan Corp. of America, and Mr. Arthur d 
Morris, chairman of the board of directors and founder of the Morris 
Plan Corp. 


STATEMENT OF ELLERY C. HUNTINGTON, JR., PRESIDENT, MORRIS 
PLAN CORPORATION OF AMERICA 


The Cramman. Do you have a prepared statement, Mr. Hunting- 
ton ¢ 

Mr. Hunttneron. Mr. Capehart, I have, and I have filed 50 copies. 

The Carman. This is your statement here ? 

Mr. Hunrinaton. Yes, sir. 

The CuarrmMan. You really do have a prepared statement. 

Mr. Huntineton. I would like, with your indulgence, to be per- 
mitted to digress from this prepared statement. 

That prepared statement is in the form of a brief. 

The CuarrMan. Without objection, then, your prepared statement 
will be made a part of the record, and then what you say will likewise 
be made a part of the record. 

Mr. Huntineron. Thank you very much. 

The Cuamman. You proceed in your own way. 

Mr. Huntineron. Thank you, sir. I suggest that because I think 
it will save you some time, and I might also add that T have filed 
two schedules here, and they are in amplific ation of certain points we 
have made. 

One of the schedules includes an outline of all the law which re- 
lates to banking transactions. This is entitled, “Schedule 1, Part 
IIT.” 

The Cuatrman. Is this a part of what I have in my hand? 

Mr. Hunrineron. It is referred to in there. And then we lave 
been asked in previous hearings to furnish a good deal of data about 
our own companies and our own operations and, in antic ipation of 
that, I have included all that material and any other pertinent ma- 
terial in schedule 2—— 
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The Cnamman. Do you want to make that a part of the record ? 

Mr. Hun1ineron. Which is also referred to in my statement. 

The Cuatrman. Then without objection—those are sort of ex- 
hibits, is that it? 

Mr. Huntineron. They are exhibits as it were; yes, sir. 

The CuarrmMan. Without objection, the exhibits referred to in your 
prepared statement will be made a part of the record, at the end of 
your remarks. 

Mr. Huntineton. Now, before commencing with my statement, 
Senator, I ask this: I understand that some of the independents who 
have already testified are being given the opportunity to come here 
again before this committee, and I am just wondering 

The Cuarmman. Let me say this: We give anybody the right to 
come here that wishes to testify and we will give anybody the right, 
if they care to, to file any statements or briefs that they care to file. 

Mr. Huntineron. I hope to anticipate anything that they might 
have to say because I followed their testimony heretofore given 
pretty carefully, but I would like the opportunity of rebutting in the 
event it is necessary, Mr. Chairman. 

Now you have outlined, Senator, my position in the Morris plan. I 
am also chairman of the board of the Equity Corp. which owns 70 
percent of the voting stock of the Morris Plan Corp. 

Mr. Morris, as you stated, is the chairman of the board of the Mor- 
ris Plan Corp., the founder of the Morris plan, and the originator 
in this country of that type of banking which is carried on today and 
is known as consumer credit banking, which covers both the personal 
loan and the time sales finance field; an operation which is being con- 
ducted now by some twelve to thirteen thousand banks in the country. 

The Cuamman. Do you want to finish your statement before I ask 
any questions ? 

Mr. Huntineton. I don’t mind interruptions, sir. 

The CuatrmMan. You don’t care if we just have colloquy back and 
forth ? 

Mr. Huntrneron. No, sir. I have an outline. I can pick it up 
from that. 

The Cuarrman. You say that Mr. Morris is the originator of the 
consumer financing. What is the difference between the Morris plan 
and a finance company ? 

Mr. Huntineron. A good deal of difference, sir. Our Morris plan 
organizations are incorporated under the banking laws of most juris- 
dictions. The Morris Plan Corp. itself owns only institutions which 
are incorporated under the banking laws. It has issued franchises 
to 125 or 130 other institutions throughout the country, and they 
operate under those franchises, using the Morris plan, the name, the 
trade-mark, and the system. 

The Cuatrman. The Morris plan bank does accept deposits? 

Mr. Huntrinerton. It accepts deposits and makes commercial loans, 
but its principal business is that of lending to the little people of the 
world which has made our business a success. 

The CHatrMAN. It is a bank in every sense of the word ? 

Mr. Huntrineron. It is a bank in every sense of the word, and this 
legislation is directed at us equally as at any other banking institu- 
tion. We carry on all the aspects of banking, but the major por- 

tion—— 
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The Crarman. It is a bank in every sense of the word, but your 
chief loans—your chief business is making what you referred to a 
moment ago as consumer loans. 

Mr. Huntrneron. Very much so. 

The Cuamman, That is long-term. What are the longest term loans 
you make? 
~ Mr. Huntinetron. Oh, those loans range, as they do in all banks, 
from 12 months to 3 years. But the average, I suppose, might be 
somewhere around 20 or 22 months. They are small loans. Our 
average loan last year for our largest bank in New York, where the 
amounts borrowed exceed those borrowed in other localities, was well 
under a thousand dollars. 

The Cuarman. And you accept deposits ? 

Mr. Huntineron. We accept deposits, and some of our banks also 
carry on a trust business. 

The Cuarrman. Some of your banks carry on a trust business. 

Mr. Huntineron. The largest portion of our business is in the con- 
sumer credit field. 

The Cuairman. A large portion of your loans? 

Mr. Huntrneron. Our loans and our checking accounts, of course, 
are with the same type of person. 

The Cnarrman. Is the money that you loan primarily capital or is 
it primarily deposits? 

Mr. Huntinoron. It is both, capital and total deposits. 

The Cuatrman. Which is the greater? 

Mr. Huntineton. Our deposits of course, sir, are in excess of our 
capital. They average some 10 to 12 times the capital. 

The Cuatrman. So you are a bank in every sense of the word. 

Mr. Huntineton. We are a bank, and we would be caught by this 
legislation. And that is why we are here opposing it, as we have been 
for the last 8 years. 

The Cuarrman. Any questions I ask, I am trying to get information 
for my own self, and also for the record for the other Senators and 
for the Senate and Congress. 

Mr. Huntineron. I will be very glad to do my best to answer you, 
sir. 

Mr. Morris and I have appeared here, Senator, over the last 8 years, 
since the war, since 1947 when bank holding company legislation was 
first introduced—when it first came to my attention at least, and there 
have been many occasions when he and I have been the only witnesses 
who have appeared in opposition to this legislation. 

The present bill, S. 1118, does not differ materially in its funda- 
mental aspects from other legislation which has preceded it. And 
the principal objectives of all that legislation have remained the same 
throughout the years. 

[ want to call the special attention of the committee, Senator, to the 
fact that the Equity Corp. and the Morris Plan Corp. occupy a unique 
position among bank holding companies in view of the fact that we 
operate under “the Investment Company Act of 1940. The Equity 
Corp., or its predecessors—— } 

: The Cu AIRMAN. Now, the Investment Company Act, just what does 
that do? 
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Without objection, a copy of the Investment Act of 1940 will be 
made a part of the record. (See appendix, p. 754.) 

The Cuairman. Just what does that act do? Can we have a brief 
outline of what that act does? 

Mr. Huntineron. Senator, I am referring to the Investment Com- 
pany Act in some detail later on, and I will cover its principal pro- 
visions and its objectives at that time, if that is permissible. 

I am just referring to these things now by way of introduction. 

I have stated to you that the relationship between the Equity Corp. 
and the Morris Plan Corp. And we will refer to the Investment 
Company Act and its restrictions later on. 

The other thing which I would like to put in the record prelimin- 
arily is that none of our banks owned by the Morris Corp. are Fed- 
eral Reserve members. On previous occasions when the Federal Re- 
serve Board was sponsoring the legislation which was before this 
committee, they tried to make much of the fact that we, our banks, 
do not have Federal Reserve memberships, and that in eases of bank 
acquisitions, where the bank possesses such membership, we have taken 
it out of the system. 

Now, I cover the reasons for that a little later on, but briefly they 
are these: The Federal Reserve Board insists on the preservation of 
some archaic provisions of the law, to wit, sections (b) and (c) of 
Revised Statutes, section 5144, which require the maintenance of 
cuaranty funds. 

All of our banks pay insurance fees to the Federal Deposit In- 
surance—— 

The Cuatmman. What do you mean “maintenance of guaranty 
funds?” 

Mr. Hunrinetron. There is a provision in Revised Statute section 
5144 that bank holding companies, which have Federal Reserve mem- 
bership, shall maintain a reserve fund of marketable securities, which 
shall be used to protect deposits. I am stating the substance of the sec- 
tion briefly. That law was enacted prior to the time when the Federal 
Deposit Insurance Corporation was organized, and when that 
act became law. That Corporation was organized and the act became 
law for the purpose of protecting deposits. Our banks are all members 
of the FDIC. 

The CuarrmMan. Are you asking the Federal Reserve to do, in your 
instance, something all other banks do? 

Mr. Huntrneton. I have asked the Federal Reserve on many oc- 
casions to strike out, to join with us in asking the Congress to strike 
out, those archaic provisions, but they refuse to do so. At the 
same time they attack us for not becoming members of the Federal 
Reserve System. 

The Cuatrman. All other banks, though, do comply with this par- 
ticular rule. 

Mr. Huntineton. Other bank holding companies comply. 

The Cuarrman. But you are the one bank holding company that 
does not ? 

Mr. Hentineton. That is their privilege if they wish. We won't. 

The CHarrmman. And, as a result of this, none of your branches or 
none of your organizations are members of the Federal Reserve? 

Mr. Huntineton. Not a single one. The other thing is—— 
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The Caamnman. Are all your organizations members of the FDIC?! 

Mr. Hunrineron. They are all members of the Federal Deposit 
Insurance Corporation, and lack of me mbership in the Federal Reserve 
System hasn’t made the slightest difference in our growth. 

“In schedule 2 there are some comparisons of growth and earnings 
of our ban ks, related to the orowth and earnings of all insured banks, 
all commercial banks and certain of these independent banks who are 
trying to destroy us, and I think the record speaks for itself. It 
shows that our growth has been at least as good as that of other banks. 

The other reason we refuse to accept F ‘ederal Reserve membe srship 
is tha a good many of our banks are very small and do not want 
Federal Reserve me mbership with the restrictions and the additional 
expenses which are involved. 

The Federal Reserve insists on maintaining in its regulation (P) 
a provision that if any one bank in the holding company system ac 
quires Federal Reserve membership, it can force that membership on 
every other bank owned by that holding company. 

So, those are the two reasons, and I wanted to get them on the 
record, because, as I say, we have been attacked by the Federal Reserve 
Board on that point heretofore, and I don’t want another attack at this 
time. 

Now. Senator, I would like, be fore paneer W ith my main argu 
ment on Senate bill 1118, just to point out to this committee certain 
things which you will find on page 11 in my statement— 

The Cuamman. I just glanced through this. I notice you talk 
about S. 1118. Are you equally opposed to S. 76 and the so-called 
committee print introduced by one of the members of the Federal 
Reserve Board? 

Mr. Huntineton. Well, Senator, I have read S. 76 and I have read 
the committee } print, and I have a little knowledge of them. 1 haven’t 
briefed them as carefully as I have S. 1118, because you wrote me, you 
will remember, that we were to address ourselves to 1118, and I have 
tried to do so. 

The Cuairman, I don’t know that we limited you to S. 1118. Our 
hearings in the past have been on 8. 76 and on the committee print as 
well as S. 1118. 

Mr. Huntineron. From a reading of those two documents, Senator, 
I would say that anything I have to say about S. 1118 would apply 
equally to those. 

| think there are some things about the committee print which are 
far worse than anything in S. 1118 or S. 76. 

The Cramman. I just wanted to make sure you were opposed to 
S. 76 and the committee print as well as S. 1118. 

Mr. Hunivineron. Well, I am, for different reasons. 

In connection with the committee print, my main reason being the 
assignment of excessive and arbitrary authority by the Federal Re- 
serve Board to itself, and I can cover that, if you wish, at a later time. 
[havea little something on it ina footnote to the brief. 

In closing my introduction of our position, I want to point out to 
the committee that practically all of the testimony which has been 
given by the independents and, for that matter , by Federal Reserve 
Board representatives up to date in connection w vith any of these bills 
which have been presented over the last 8 years, has consisted of asser 
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tion and conclusion and, except for 2 items to which I will make 
reference later on, there has never been an iota of proof or of evidence 
of any of the things which have been alleged. 

They have simply been the statement of conclusions and a good 
many of them in the form of nonsequiturs. 

I would like to point out also to the committee that there is on the 
statute books a whole mass of legislation dealing with banking opera- 
tions, bank holding companies, and the relationships between holding 
companies and underlying banks and their offices of directors. 

Here is a small portion of it, and in our schedule 1 we have taken 
the trouble—and I think it is a job which has been done for the 
first time—to brief or to outline—— 

The Cuairman. Are those laws in that blue book? Let me see that, 
will you please? 

Mr. Huntineron. That is simply the Federal Reserve Act and 
related sections of the law, and that is only a small portion of it, 
Senator. 

The Cuamman. This is the Federal Reserve Act? 

Mr. Huntineton. And related statutes, such as revised statutes, 
section 5144, the Clayton Act, and other related sections of the law. 

We are convinced that this particular piece of legislation before 
the committee and the philosophy it embraces are thoroughly vicious 
and destructive, and we will give in detail our reasons for this point 
of view, following the outline indicated here in my statement. 

So that we may not be accused of obstructionism, Senator, we are 
making at the end of my statement a suggestion as to what might be 
done to remedy what appears to be the only loophole with respect to 
bank holding company operations. 

The Cuarrman. Are there any evils connected with bank holding 
companies ? 

Mr. Huntrneton. I don’t know of any, and I have never heard a 
witness who was able to point out any. 

The Cuarrman. Is there any legislation needed at the moment to 
correct any bad situations? 

Mr. Hunttneron. I don’t believe there is. I don’t believe there is. 
I don’t believe there is any interest in bank holding company legisla- 
tion on the part of anybody but the Federal Reserve Board and the 
independent bankers. 

The Cuarrman. Can a holding company do things that a bank can- 
not do? 

Mr. Huntrineton. Well, Senator, a holding company is not a bank. 
That has been one of the difficulties with the position of the inde- 
pendents. They assume that a bank holding company is a bank. 
They characterize bank holding company operations as banking, and 
particularly as branch banking, and that whole theory was so 
thoroughly demolished by the representatives of Federal agencies—— 

The Cuarrman. How many branches do you have? 

Mr. Huntineron. Some of our banks have branches. 

The Cuatrrman. How many banks do you have in the Morris Plan 
system ? 

Mr. Huntrneron. We had, as at the end of 1953, as shown by the 
data covered here, some 18 banks. We have sold 
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The Carman. 18 banks? 

Mr. Huntineron. 18 owned banks; yes, sir. 

The Cuarrman. In 18 different cities / 

Mr. Huntinoton. And some of them have branches. And we have 
itemized all of that in our schedule 2. 

The Cuarrman. And these 18 banks, now, are owned by—— 

Mr. Huntineron. Are owned by the Morris Plan Corp., which is in 
turn controlled by the Equity Corp. 

The Cuairman. The Equity Corp. owns 70 percent of the Morris 
Plan banks? 

Mr. Huntineron. The Morris Plan Corp. The Morris Plan Corp. 
in turn owns varying amounts of stock of the underlying banks, but 
not less than control in any case. 

The Cuarrman. But not less than control in any case. And how 
many banks do you say you have? 

Mr. Huntrneron. We have 12, now. 

The Cuarrman. In how many States? 

Mr. Huntineron. We had 18 at the end of the year. 

The Cuatrman. In how many States? 

Mr. Hunttneton. In New York, In Massachusetts, in Illinois, in 
Virginia, in the District of Columbia, in Georgia, and in Tennessee. 

The Cuarrman. What about the Morris Plan bank in Indianapolis? 
Do you own that? 

Mr. Huntineron. We do not. That is a franchised bank. They 
are franchised to use the Morris Plan trade-mark and the Morris 
Plan system. 

The Cuarrman. They use the Morris Plan trade-mark and the sys- 
tem, but you own no stock in the bank? 

Mr. Huntinetron. We own no stock in the bank. We own a little 
stock in a few 

The CuarmMan. Do you sell them the right at a flat amount to use 
your name and your system, or how is that compensated for ? 

Mr. Huntrneron. That was sometimes the way the franchise 
was 

The Caatrman. Does the Equity Corp. or the Morris Plan Corp. 
make any money out of the Indianapolis Morris Plan Bank? 

Mr. Huntrneron. We do not. In some instances we receive stock, 
5 percent, 10 percent of the stock, as consideration for the franchise. 

We still hold a few shares of stock in certain Morris Plan institu- 
tions which we have been unable to sell. 

The Cuarrman. Is the Morris Plan Bank of Indianapolis primarily 
owned by Indiana people? 

Mr. Hunttneoron. I think it is. 

The Cuarrman. How many such banks are there in the United 
States ? 

Mr. Huntincron. Well, there are over 100, Senator, banks and 
banking institutions. 

The CuarrmMan. At one time did you own the Indianapolis bank ? 

Mr. Huntrnoeron. We never did. 

The Cuatrman. In other words, it was always a franchised bank ? 

Mr. Huntrineton. It was and they always had a minority interest. 
There was 1 point at which we had a large list of minority interests, 
5 percent, 10 percent, and 15 percent. 
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The Carman. Does the Morris Plan Corp. own any businesses 
other than banks? 

Mr. Hunrineron. Indeed they do; yes, sir, and I am going to cover 
that in detail. 

The Cuatrman. Manufacturing? 

Mr. Hunvtineron. They own no manufacturing business, but the 
Equity Corp., which is a registered investment company, does. 

The Cratrman. The Equity Corp., who owns 70 percent, they own 
a lot of businesses. 

Mr. Hunrrneron. They are a diversified investment trust, as they 
are supposed to be under the Investment Company Act. That is the 
reason the act was passed, I imagine you helped pass it. 

The Cuarrman. [ forget when it was passed. 

Mr. Hunrineron, 1940. 

The Cuarrman. I have only been here 10 years. 

Mr. Huntineton. Then you can’t take the responsibility for that. 

The CuatrMan. I can’t take any credit either, can I? 

Mr. Hunrinoron. One of the things we will point out to this com- 
mittee is that behind all the pressure and propaganda of the so-called 
independent bankers is going to be found a certain amount of self- 
interest. These independents have been impelled by an understand- 
able desire for sanctuary. They cling quite naturally to the smug 
sinecures they have heretofore enjoyed. 

Their aim is to preserve an undisputed power—— 

The Cuarrman. Let me get back to that. 

They maintain to me that you can do things that they cannot do. 
Now you say that isn’t true. 

Mr. Hunrineron. Such as what, Senator? 

The Cuarman. I don’t know. A bank, of course, cannot own stock 
in a manufacturing business, can it? 

Mr. Huntinaron. It certainly can't. 

The Cuatrman. It cannot. 

Mr. Huniineron. It cannot. But— 

The CHatrMan. But you can, can’t you? 

Mr. Hunrincron. Our Equity Corp. does, because the difficulty 
with the independents, Senator, is that they either can’t or won’t 
understand the characteristics of bank holding companies. The Con- 
gress has determined what they are. They are just speci: alized invest- 
ment companies carrying bank stocks. 

The Ciiarryvan. They carry bank stocks as well as all other kinds 
of stocls 

Mr. NTINGTON. The investment company characteristics of bank 
holding companies was written into the Investment Company Act of 
1940. The real reason that bank holding companies, as a class, are 
not regulated under the Investment Company Act of 1950 is because 
there is a special exemption. But Congress wrote all that into the 
act when they adopted it in 194¢. 

The Cuarman. Let me ask you this: Do you think a bank ought 
to be permitted to own diversified businesses like manufacturing 
businesses / 

Mr. Huntineron. Senator, one of the points I am going to make 

later on 1s to show you the extent to which banks engage in other 
busi inesses than banking. One of the representatives of a Federal 
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agency had the effrontery to appear before this committee last sum 
mer and say that he did not think that bank-holding companies ought 
to be in the insurance business. 

Why, do you know, sir, that in New York State banks are carrying 
on an insurance business in competition with old-line companies. 
(nd that under the National Banking Act, national banks are per 
mitted to sell insurance and act as insurance agents. And in New 
York State, banks—this gentleman also said they shouldn’t be per- 
mitted to be in the real-estate business—in New York State, banks are 
permitted to speculate in real estate. 

The trouble with these—— 

The Caairman. Your position is that banks can do other than 
banking business; and do. 

Mr. Hunrineton. My position is that they do. 

Phe Cuamman. And your position is that—— 

Mr. Huntineron. And I will cover that in some detail. 

The CuatrMan. And you think a holding company cannot do some 
thing that a bank can? 

Senator Roperrson. What became of that amendment passed by 
Congress some years ago which required the national banks to divorce 
themselves from the insurance business that some of them were engaged 
n¢ The officer of the bank would represent an insurance company, 
ind when a man came in to get a loan, he tried to sell him insurance 
n his compan) before the v woul | make the loan. Congress passed a 
law to prohibit that. 

Now, how do the national banks engage in the insurance business ? 

Mr. Huntinetron. They still act as brokers in small towns, sir. And 
hey can act as real-estate brokers as well. 

The CHarRMAN. You mean as individuals? 

Mr. Honrineton. The banks. 

The CHarrmMan. The bank ean act as a broker and take the earnings 
for the bank ? 

Mr. Hunvtineron. Yes, sir. 

Senator Ronerrson. Mr. Chairman, I suggest at this point we have 
inserted in the record the act to which I have just referred. I haven’t 
looked at it for many vears, but I remember I wasn’t in Congress when 
it passed, but I remember at that time, Mr. Estes Spawn was president 
of the First National Bank of Lexington where I always did my 
banking, and he was connected with an insurance company. I re 
member hearing him complain very bitterly that Congress had passed 

law that made him give up his insurance business. Now, I would 
like to know the exact language of that law. 

Mr. Hunrrneron. Title 12, United States Code, section 2. Since 
1940, national banks located in a place where the population is 5,000 
or less may act as an insurance agent in the writing of various types 
of insurance, may solicit or sell such insurance and may be paid for i 
services such fees or commissions as m: iv be agreed upon, and may ne 
ict as broker or agent for others in making real-estate loans within a 
radius of 100 miles and may receive a fee or commission therefor. 

As I say, in our part 3 of schedule 2, Senator, we have briefed in 
creat. detail all the law which relates to the extraneous activities of 
banking institutions, the control of holding companies’ unconscionable 
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dealings, all the statutes which relate to the subject matter of this 
legislation. I think it is the first time it has ever been gathered 
together in one place. 

Senator Roserrson. Your contention is that National and State 
banks could do it on a small seale, but if a bank-holding company 
tries to do it, they must not do it on any scale ? 

Mr. Huntineron. That is exactly right, and before you came in, 
Senator Robertson, I pointed out to Senator Capehart that in the 
State of New York where we maintain our principal office, banks are 
actually selling insurance in competition with old-line companies. 
And, while they may not be doing so, they are authorized under the 
law to speculete in real estate if they so desire. 

Now, also, I might add, although I am covering this later-——— 

The Cuarrman. Is that the State banks or the national banks? 

Mr. Huntrneron. Those are the State banks. And, so far as I 
know, a national bank, competing with State banks in the territory, 
is pretty generally given the privilege of doing whatever the State 
bank may ‘do. I think that is a true observation. 

Mr. Morris. Unless the State law contradicts it, like this statute 
to which Senator Robertson referred, a national bank can’t do what 
the State banks in New York are doing, except in those cities of 5,000 
inhabitants or less. 

The Cuarreman. Can a national bank own stock in a manufactur- 
ing business ¢ 

Mr. Huntrneron. I shouldn’t think so, Senator Capehart. 

The Cuatrman. Can they own stock in any kind of a business? 

Mr. Hunvtincton. Except as they take it over in foreclosure of a 
loan. 

The Cuamman. Except liquidation. Then they must dispose of it. 

Mr. Morris. They can own, Senator, stock in a manufacturing 
company to a very limited extent. My recollection is that if it is 
enumerated at 5 percent, they can own stock in any manufacturing 
business that is acquired incident to the liquidation of any debt or 
other fiduciary transaction. The national and the State bank, as far 
as I can remember, cannot own any substantial or controlling interest 
in any kind of a business that is not within their own line of banking 
and within their own line of banking they can’t own more than 8 or 
10 percent. 

The Cuarrman. Are there any things that a holding company can 
do, a bank-holding company can do, that a bank cannot do? 

Mr. Huntirneron. Why heavens, yes, Senator, everything. A 
bank-holding company, as I just pointed out, is an investment com- 
pany. It is not a bank. A bank-holding company can’t take de- 
posits. It can’t do anything else that a bank can do. Our under- 
lying banks can’t hold stocks. They comply with all the Federal 
and the State laws that relate to banks. But, our bank-holding com- 
panies are investment companies, and our company is registered under 
the investment company 

The Cuarrman. Your bank-holding company buys and it owns the 
stock in respective banks. 

Mr. Huntrneron. Yes. The net effect of it is that. And, our 
bank-holding company owns stock in diversified types of industries, 
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including manufacturing industries, the oil industry, the insurance 
industry, and banks. We do that because one of the criteria of—— 

The CHamman. My next question is: Can a bank holding com- 
pany—you say, of course, a bank holding company is not a bank—but 

can a bank holding company do things in respect to organizing branch 
banks that a bank cannot do? 

Mr. Hunrineron. It certainly cannot. It certainly cannot. There 
is all the difference in the world between branch banking and the pur . 
chase of stock of a bank. And, that difference has been—— 

Senator Rozserrson. May I say both State and National laws put 
limitations on branch banking. 

Mr. Hunvineron. Certainly. 

Senator Rozerrson. I know a holding company can go beyond that 
law in acquiring a bank and est ablishing branches. They have got to 
doit. But,a holding company can operate in any State it wants. 

Mr. Huntineron. It can operate in any State it wants thus far. 
The independents would like to stop that and make every type of 
operation intrast: wig? And, that is the purpose of this bill. But, in 
answering Senator Capehart, I would like to say, that all of our 
banks in the establishment of any branches which they may wish, 
have to go to the authorities and are subject to exactly the same 
provisions as any other bank in establishing its branches. Our hold 
ing company operation has nothing to do with the establishment of 
branches. It does have to do, however, with the purchase of bank 
stocks. We can go into any State in the Union and buy the stock 
of a bank if we so wish. But, that is not branch banking and has no 
resemblance to branch banking. 

Senator Rorertson. Of course, Mr. Chairman, we must keep before 
us the issue that is really being discussed, and that is this: The pur- 

ose of the national banking laws is to confine banks to bona fide 
banheliie business, and to exclude them from participation in industrial 
enterprises of a different character, and hence, the bill would seek 
a definition which would require a company that falls under that 
definition, as a bank holding company, of which now, I believe there 
are only about 25, to decide between being a bank or a national invest- 
ment company, and not let them be both. They can control banks 
at the same time that they use the bank funds to put into industrial 
development. 

Mr. Hunttneton. Nobody wants to put any bank funds in in- 
dustries. We cant do that under any of the laws which we operate. 
It is forbidden to us just as it is to other banks. And, I think, Senator 
Robertson, before I get through with this, or at least I hope, that 
I am going to convince the members of this committee that what is 
happening here is that the independents and the Federal Reserve 
Board are bringing on an elephant gun to shoot at a mouse, and that 
the bank holding company problem here is a very simple one and 
can be very simply met, and I expect to go into that. 

Senator Ropnerrson. What is the essence of the problem as you view 
it? 

Mr. Huntinoron. There is only one problem: One of the Federal 
agency representatives who came here before this committee last 
summer stated it. The only problem before the Congress, it seems to 
me, is to find some way to regulate the purchase of bank stocks by 
bank holding companies. 
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Now, if the Congress wants to regulate that; if the Congress wants 
to insert a provision in the Federal Deposit Insurance Corporation 
Act, that the FDIC or the Federal Reserve Board, or whatever 
regulatory agency is appointed, may request that the insured status 
of a bank be terminated in the event its stock is acquired by a holding 
company or by a corporate entity, without the consent of the adminis- 
trative agency, we would have no objection to that. We don’t mind 
going to agencies—— 

Senator Rosertson. You know, of course, that Transamerica is the 
biggest holding company in the U yy States. 

Mr. Huntinoton. That’s right, 

Senator Ronerrson. You know the Bank of America is the biggest 
bank in the United States, even bigger than Chase, and you know 
there was a time when there was a close hookup between Trans- 
america and the Bank of America, with billions of assets, where that 
tremendous economic power could be shifted from one to the other, as 
they saw fit, because the same group controlled both. 

Now, Transamerica, I understand, lias gotten completely out of the 
Bank of America. 

Mr. Huntincoton. They have been out since 1950. 

Senator Rosertson. But, it hasn't gotten out of a lot of other 
banks. 

Mr. Huntineton. That’s right, Senator, but on the other hand—— 

Senator Rozertson. If they did this bill wouldn’t bother them. 

Mr. Huntinoron. On the other hand, while I am not here to defend 
the Bank of America and Transamerica, that is not my problem— 
they will be able to defend—— 

Senator Rozertson. They are pretty good at defending themselves. 

Mr. Huntineron. Nevertheless, what you say about Transamerica 
and the Bank of America applies to any holding company and its 
underlying banks. But, Senator, self-de aling, as ‘bet wee ‘n any stoc “k- 
holder of a bank, and the underlying bank, is thoroughly regulated 
by the law. We are amenable to that law 

Senator Ronertson. You've got to deal at arm’s length. 

Mr. Huntineron. Of course you have, and furthermore, if there 
is any need of further regulation of possible unconscionable dealings 
between stockholders and i inderlying banks, that can be regulated 
just as it is in the Investment Company Act by section 17 of that act. 

Senator Roperrson. Don’t forget all the testimony we took in 
1950 about the useful purpose that bank holding companies serve: 
That when they got interested in a bank that was short of capital, 
they would help them along. 

Mr. Huntrneron. I have heard of that. There have been such 
cases. 

Senator Ropertson. There was plenty of testimony here in 1950 
that in many communities bank holding companies had served a use- 
ful purpose when they had a major interest in a bank. If the bank 
needed more working capital than was available, the holding com- 
pany would make it available to them. 

Mr. Huntinetron. You bet. We have made $13 million available to 
our banks since 1944. 

Senator Rosertrson. That is the point I made. 
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Mr. Huntineron. And, furthermore, we have made capital avail- 
able to other banks because the authorities have asked us to do so, 
And, in addition to that, while I am atat-—— 

Senator Roperrson. The bank holding company has the bright side 
of the picture. The independents take the other side and say, “Yes, 
when the holding company wants to go into an industrial business, rn 
bank in which they are interested will make capital available t 
them.” 

Mr. Huntineron. That isthe charge, Senator, that the independents 
have never supported with one iota of evidence. 

Mr. Morris. It is impossible under the existing law. That last 
statement you mace is hopelessly impossible. 

Senator Roperrson. Well, it may be impossible. I am just telling 
you what they said. 
~ Mr. Morris. The *y say anything that comes to their minds, because 
they think you will swallow it. 

The ¢ ‘HAIRMAN, Why is it impossible ? 

Mr. Morris. You can’t do it under the present law. 

Mr. Hunrineron. Mr. Morris doesn’t mean it is impossible. Fraud 
s always possible. Evil doing is always possible. Last summer the 
ase of the Bankers Discount Corp. was cited here, and why did all 
the representi itives of the independents, and why did the Federal 

serve Board represents itive point to that case ? They pointed to it 

‘ause it is the only instance of wrong doing between a so-called 
benk holding company and an underlying bank, to which they have 
ever been able to point, and it was just as phony as a hydroponic 
tomato, 

The CruarrmMan. Let me ask you: X holding company owns or 
controls the Jones Manufacturing 1 ks and X hol ling COP res like- 
wise controls A bank. There is nothing r to kee pa bank, is there, from 
loaning Jones Manufacturing Co, all the money they want to? 

Mr. Huntineron. There is nothing in the banking law to prevent 
that, but we couldn’t do it in the equity corporation and the Morris 
Plan Corp. That is expressly forbidden to us under section 17 of the 
Investment Company Act. And, there is nothing, as a matter of fact, 
to prevent that bank from 

The Cuarrman, Is the Morris Plan Corp. different than other hold- 
ing companies ? 

Mr. Huntineron. li certainly is, in that one sense, in the sense that 
we are also regulated under the Investment Company Act of 1940, as 
well as being governed by all the-—— 

The CuarrMan. Is Transamerica under the Holding Company Act ? 

Mr. Huntineron. I don’t know whether they are or not. 

Senator Ropertrson. You mean Transamerica ? 

Mr. Huntineron. They will have to answer that. I don’t know. 
But, let me point this out—— 

The Cuairman. Now, here is X holidng company, which owns a 
bank, bank A. 

Mr. Huntinoaron. Yes, sir. 

The Cuatrman. They also own Jones Manufacturing Co. 

Senator Roserrson. And, they have a majority of the directors in 
a bank. 
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The Cuamman. They have a majority of the directors in all three. 
Is there anything in the law that keeps the A bank from loaning 
money to the Jones Manufac turing Co.? 

Mr. Hentrneron. Not a thing in the banking lew if it is a legiti- 
mate loan. If it is within the provisions of the banking law, it is 
permitted, and let me point out to you, Senator, at the same time, that 
there is nothing—— 

The Cuamman. I understand that a bank, of course, which is owned 
by the holding company, they possibly could only lend under the State 
law 10 percent, maybe 

Mr. Huntincron. Ten percent of their capital and surplus. 

The Cuarreman. I know they are limited by law as to what they 
can do for any individual company, and they can’t do for a company 
owned by the holding company something that they can’t do for other 
corporations, but they ean loan money to the Jones Manufactur ing Co. 

Mr. Hunttneton. Oh, yes, and they can loan money to officers and 
directors and their employees, something we can’t do under the Invest- 
ment Company Act provisions, section 17. 

Now, incidentally, the independent bankers, these gentlemen who 
have appeared here to testify against us, can also borrow money from 
their own banks and do. 

The Cramman. Yes, I’m aware of the fact that five men might own 
this A bank. 

Mr. Huntinoton. Certainly. 

The Cuatrrman. And, they also might own the Jones Manufactur- 
ing Co., and likewise they could loan money to Jones. 

Mr. Huntrneron. Absolutely; no question about it. And, if they 
indulged in fraud or unconscionable dealings. somebody would un- 
doubtedly catch up with them, just as they would with a bank holding 
company, and just as they caught up with the Bankers Discount Corp. 
last summer, when the banks were closed and the Bankers Discount 
Corp. was put into receivership. But I don’t think the Congress 
or any other legislative body can really legislate evil and wrongdoing 
out of existence. We can only punish it. And, that is what the law 
tries to do, as we all know. 

The CHarrMan. We had a case here, when we were holding hearings 
a year or two ago, of a holding company in Texas, that went up to 
Chicago and bought control of a bank and immediately proceeded to 
take a lot of money out of this bank and buy their own accounts receiv- 
able, if I remember correctly. 

Is that something that ought to be stopped by Congress? 

Mr. Huntrneton. Well, Senator, the Bankers Discount Corp. case 
to which I have referred. The Federal representatives who testified 
here last summer pretty well characterized that case. It was a delib- 
erate piece of wrong doing. It was a case in which a corporation— 
a corporate entity—became a bank holding corporation momentarily, 
purely as an incident toa fraud. It had never owned bank stocks be- 
fore and the ownership of bank stocks was only to permit it to carry 
out its conspiracy and its wrongdoing. And, that case was character- 
ized in that fashion by the representatives of the Federal agencies who 
were here, particularly Mr. Jennings and as Mr. Jennings very well 
said to the committee at that time, whether you had a bank holding 
company law, or not, you couldn’t stop that sort of thing, because 
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that is a case of evil and wrongdoing, and you just can’t legislate 
wrongdoing out of existence. 

Now, the people who indulged in that were punished and as I say, 
the banks were closed. Two of them have been reopened, and the 
Bankers Discount Corp. went into receivership, was put in liquidation. 

The authorities moved in, of course, as soon as they discovered the 
fraud and wrongdoing and took over, as they had a perfect right 
to do. 

Lam going to refer to that case also a little later. 

The Cuatrman. All right. 

Mr. Hunrrncron. Before I launch into this presentation of what 
[ think are the pr incipal and main points here—and they resolve them- 
selves into 2 or 3 things—I would just like to ask this committee to 
consider the things I have begun to talk about; name ly, that involved 
here in the presentation of the independents is not only a lot of pious 
assertion of service to the public, which they keep talking about, but 
also their own self-interest. And I am going to try to show this 
committee to its satisfaction later on that that is the basis of this 
destructive campaign of hate which these independents have been 

‘arrying on against us. 

Now, since the day after Christmas, I have traveled across this con- 
tinent twice to the west coast, twice through the South, once through 
the East, and three times through the Middle West, and I have 
traveled in those trips, which covered some 25,000 miles, to inquire 
whether there appeared any interest in bank-holding legislation. 

The Curarman. What kind of people did you talk to? 

Mr. Hunrineoron. I called on bankers and businessmen. 

Senator Rozertson. Did you call on Mr. Harding, of California? 

Mr. Huntrineron. I never called on Mr. Harding. Ihave only read 
his statement. 

Senator Roserrson. Did you call on Mr. DuBois in Minnesota? 

Mr. Hunrincron. No, sir; I have read his statement, too. 

The CaHarrmMan. But you couldn’t find anybody that had any 
interest. 

Mr. Hunrineron. I certainly could not, Senator. I found out a 
lot about the independents, but what’s the use in going into that here? 
Iam going to cover that later on. 

This point that I am making now, these independents have been 
running to Congress to complain of monopoly when they are really 
seeking to preserve their own. They have prattled about the need of 
free competition, but their burning desire is to stifle it. They have 
expanded on the evil attending the mixing of investment as it is 
practiced by some of us, but in their own bill they are permitting 
the widest kind of diversification for a certain favored few. 

Now, despite all their bluster and bitter denunciation, the independ- 
ents have never made a case for bank holding company law. The 
dangers they refer to just do not exist. The urgency which they 
conjure up is all their own. 

The bill that these gentlemen have submitted in furtherance of their 
designs is a legal monstrosity. The record which was made to support 
it is even worse. It is barren of fact, filled with opinion, and bristles 
with doubtful statements and misconceptions. If it is proof of any- 
thing, it is only that the witnesses who came to praise this weird 
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measure they are supporting, either had not read it or, having read, 
have failed to understand it. 

S. 1118 will bear careful scrutiny. It is not all what the independ 
ents have represented it to be, but is, on the contrary, a devious, though 
nonetheless deliberate, attempt to serve special interests, destroy prop 
erty rights, weaken the position of State banking departments, and 
vest in an already powerful agency, the Federal Reserve Board, arbi 
trary authority which it does not need and most certainly should not 
have. 

The Cuairman. Outside of that, what is wrong with it? 

Mr. Huntrneron. Iam going to show you in detail, Senator; I have 
said worse in years gone by. 

Now, before I go into the question of some of the misconceptions 
here, I would just like to give the committee some idea of the sort of 
allegations and the unsupported sweeping assertions with which bank 
holding companies are confronted in coming down here to combat 
what has already been said about us. These are some of the things 
which were said in the 1953 hearing. 

For example, one witness said that many bank holding companies 
during the depression were saved by beine permitted to borrow large 
sums of money from the Reconstruction Finance Corporation. 

Well, now I just want to put into the record that that doesn’t apply 
to the Equity Corp. or the Morris Plan Corp. We weren’t saved by 
any Federal agency. We have gone out and raised our own money 
No Morris plan bank ever failed to open its doors after the bank clos- 
ings 1n+1933, which is a lot more than can be said by a great many 
Federal Reserve member banks. 

Now, I might also add that what applied to us seems to be true of 
the holding companies concerning which the Federal Reserve Board 
has submitted a record both in 1950 and 1953, because they showed 
that there were 20 holding companies which had been in existence 
through all these years, and they are still in existence now. Obviously 
therefore, while I don’t know the history, they didn’t get into any 
trouble, or they would have been closed down. 

Now, this 20- year record of bank holding companies, which the 
Federal Reserve Board, itself, has submitted is pretty tangible 
evidence of the fact that bank holding companies have maintained 
their financial integrity and that of their banks during this whole 
period. Andthesamethingappliestous. The truth of the matter is, 
I think, if you go into bank holding-company operations they haven't 
been in the habit of running to the Public Treasury as these independ- 
ent bankers have. 

The Cratmman. Did any of the holding companies ever borrow 
money from RF¢ 

Mr. Huntineron. I don’t know, sir; but we never did. 

The Cuatrman. You made a big point out of that. I know you 
didn’t, but you made a big point of it, leaving the inference here that 
no holding company ever borrowed money from RFC. 

Mr. Huntrineton. I think Mr. Thompson testified last summer that 
his holding company borrowed certain sums from the RFC. but I be- 
lieve also that his testimony indicated that they had been asked by the 
Federal authorities to take over a number of banks, little independent 
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banks which had gotten into difficulties, and that financial assistance 
was given to them for that purpose. In other words, it was nothing 
they wanted todo. They were asked to do it. 

The Cuarrman. I don’t see much point in your statement that they 
did or did not. 

Mr. Hunrinetron. I am simply answering the allegation that was 
made against us by these independent bankers. 

The Cuamrman. They said some holding companies did borrow 
money from RFC, I think some did. It hasn't impressed me one 
way or the other as to whether they didn’t or did. 

Mr. Huntineron. It was a sweeping allegation and I just wanted 
to show it didn’t apply to us. 

Another allegation they made was that bank holding expansion 
leads to clever stock manipulation and the intimidation of unit officers 
by the bank holding company. 

I have taken the trouble to submit here in schedule 2 a lot of cor- 
respondence, some of which came in entirely unsolicited by me, with 
officers and directors of our underlying banks and with officers and 
directors of banks which are no longer connected with us, because we 
have sold them and have no interest in them. And that correspond- 
ence will show exactly the reverse. The witness who made that sweep- 
ing statement didn’t cite a single instance in support. 

The CnarmmMan. What was the sweeping statement again ? 

Mr. Huntineron. That bank holding expansion leads to clever 
stock manipulation and to the intimidation of underlying bank man 
agement. 

The CuarrMan. Who made that statement ? 

Mr. Huntineron. Well, I can get it for you. 

The CHatrman. I don’t know whether it is important. Was it in 
the hearings last year ? 

Mr. Huntineron. Yes, sir. Page 81. 

The Cuarrman. Who made the statement ? 

Mr. Huntineron. I think it was Mr. Gregory. Mr. William Greg- 
ory, of St. Louis; page 81 of the testimony. 

The Caarrman. Who is Mr. Gregory? Chairman of the committee 
on legislation, Independent Bankers Association of America? 

Mr. Huntincron. That is a paraphrase of a statement you will 
find at the top of page 81, Senator. I think it is completely inconse- 
quential, but I want to say it doesn’t apply to us. When we have 
bought stock we have paid cash for it. We never intimidated anybody 
and I think I have submitted conclusive proof of that. 

I am just citing these things to show you the character of the 
allegations with which we are confronted. 

The Caairman. What is the allegation ? 

Mr. Huntineron. That bank holding-company expansion leads to 
clever stock manipulation and the intimidation of unit bank officers 
by the bank holding company since— 
no man dare defy the holding company without the implied threat of retalia 
tion through the price of stock or loss of position. 

It is a pretty difficult thing to meet sweeping allegations of that 
kind, but I have tried to meet them and I think I have met them 
successfully. 
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The CuatmrMan. Here it says: 

In spite of the prosperous condition of our Nation, the unlisted and almost un- 
marketable stocks of our very best unit banks will frequently sell at prices far 
below their true book value. This creates a problem for the successful unit 
bank officer who may have grown old in the service of his bank with a large 
part of his estate tied up in the stock of that same bank. Because of the rigid 
controls properly exerted in the public interest by supervisors, this stock may pay 
no dividends. For such an aging bank officer—and much more so for his heirs 
or administrators—the easy exchanges offered by the bank holding company may 
look attractive, even though the record shows that most holding companiés make 
large profits on net book values from these exchanges because of the methods of 
establishing stock values. Sometimes the entire transaction may lend itself 
to exploitation by clever stock manipulators. A byproduct of this situation is the 
inevitable intimidation of unit bank officers by the bank holding company since 
no man dare defy the holding company without the implied threat of retaliation 
through price of stock or loss of position. In practical life, the danger of this 
situation cannot be stressed too much. 

Mr. Hunrineton. I think, Senator, my paraphrasing of that was 
accurate. 

The Cuatmrman, Then, he says: 

In conclusion, bank holding-company evils in general threaten to undermine 
the careful plans for the safety of the public’s deposits contained in our present 
excellent supervisory system. Through the holding-company device all of the 
safeguards erected since the bank difficulties of the early 1930’s may be easily 
evaded by men who think primarily of monopoly power and large profits. No 
responsible supervisor of banking will tell you, gentlemen of the Congress, that 
he can control the holding-company menace under existing laws. Senate bill 
1118 may not be the perfect answer, but it is an effective tool, and if passed 
immediately, could do much to protect the banking system from holding-company 
raids that are becoming more frequent all the time. Monopolists are encouraged 
by our inaction, and made jealous by the successes of their bolder competitors. 

Mr. Hun1rneron. Now, I just wanted to refer to that to show you 
the character of the allegations with which we are confronted. 

There is another allegation that the holding-company mechanism 
can siphon off the earnings of subsidiary banks, so as to weaken the 
protection to the depositors and greatly endanger them in the event 
of some future deflation. 

Well, of course, the gentleman who made that assertion ought to 
have known that depositors are protected by the bank’s capital funds 
and that dividend payments are strictly regulated, and that the earn- 
ings of banks belong to stockholders and are legally distributable to 
them. I don’t know what his point in making that assertion was. 

Another assertion was that the exchange of holding-company stock 
for bank stock does not add a single dollar of protection behind the 
deposits. Of course it doesn’t. If you exchange one stock for another, 
in any transaction, you don’t add anything to the protection of the 
deposits. 

Another allegation, general allegation, which appears all the way 
through the testimony of these independents, was that bank holding- 
company operations endanger competitive credit. And they have 
launched into long arguments from time to time about how bank 
holding-company operations and the monopolizing of credit would 
lead to the socialization of credit. They even cite Marx and the 
Communist Manifesto of 1858, on the apparent assumption that Marx 
prepared it, which he did not, forgetting that the Manifesto sug- 
gested doing exactly what they are trying to do under §S. 1118, and 
that is lodge as much credit control in the hands of some Federal 
bureaucracy as is possible to do. 
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Now, I want to proceed with the main features of the independents’ 
allegations, and, Senator, we have already discussed their principal 
misconception which is that bank holding companies operate as banks 
ind that bank holding-company operations are the equivalent of 
branch banking. That whole theory was so thoroughly decimated by 
the testimony of the Government witnesses last summer that it seems 
to me it serves no purpose to go into it. 

The CuatrMan. You would say that it was not? 

Mr. Hunrineron. Absolutely not. 

The CuarrMan. In other words, you are X bank holding company 
ind you control 100 banks, in a hundred different cities, in 20 States. 
You say that is not branch banking? 

Mr. Huntineron. That is certainly not branch banking. 

The Cuamman. Technically it is not branch banking, but the end 
result of the control is exactly the same as though it were branch 
banking. 

Mr. Huntrineton. No, sir. It is nothing like branch banking. 

The Cuarrman. The end result as far as control is concerned, is the 
same as branch banking, is it not? 

Mr. Hunvrinoron. As far as the domination of the management of 
the respective office—— 

The Cuarman. The end result, as far as operation of the bank is 
‘oncerned, is the same as though they were branches. 

Mr. Huntineron. Absolutely not, sir. 

The Cuarmman. Tell me why. 

Mr. Huntrveron. Well, the Chase National Bank of the city of 
New York, which is the second largest bank in the country, I suppose 
has upward of 85 to 100 branches, scattered around New York City. 
The Chase Bank can make in any one of those branches a loan which 
is related to its total capital and surplus. 

The Carman. I see. 

Mr. Hunrineron. If those 85 to 100 branches were all separate 
banks with separate capital, their loan limit would have to be—— 

The Carman. I am well aware of that. You don’t need to spend 
any time on that. My point is that the end result, as far as the 
management and control is concerned, is the same as though they 
were branches. 

Here is X holding company that controls a hundred banks in 20 
States—or it doesn’t make any difference how many States—they con- 
trol the hundred. For practical end reserve purposes, they are the 
same as though they were branch banks, as far as operations are con- 
cerned, all the techniques of operation, are they not? 

Mr. Huntineron. I would deny that emphatically. 

The CHarrman. You would? 

Mr. Huntrneton. Absolutely. Our banks are separate autonomous 
entities. 

The Cuatrman. I know they are separate autonomous entities as 
far as the individual operation of the bank, but I am talking about 
the control of the bank, with this X holding company. 

Mr. Huntrneton. Senator, let me explain something. They have 
their own board of directors; they have their own officers. Those 
officers and those directors are not the directors and officers of our 
holding companies. 
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The Cuarrmman. I know. Here is X holding company—— 

Mr. Huntineton. We are simply stockholders. 

The Cuarrman. Here is X holding company and they have a board 
of directors, and they have 100 banks, and those 100 banks have 100 
directors. But this holding company up here, for practical purposes, 
the end result is they run those hundred banks. 

Mr. Huntineron. We don’t; no holding company can. 

The CHairman. I don’t know about you, but generally speaking, 
you are not going to sit there and tell me this holding company that 
owns these 100 banks doesn’t run them. 

Mr. Huntineton. I am going to tell you, Senator, that under the 
law 

The CuarrMan. I am not saying whether it is good or bad, but I 
am saying you can’t tell me they don’t run them. 

Mr. Huntineton. That is exactly what I am telling you. 

The CuatrMan. That they don’t run them ? 

Mr. Huntineron. Yes. 

The Cuamman. Then, for all practical purposes, it is the same as 
though they were branch banks ?/ 

Mr. Hunrneron. Under the holding company law, its officers and 
ilirectors have no right to run a bank. A bank is run and operated 
by its own directors and by the officers chosen by them. They are 
elected in accordance 

The Cuatrman. You mean to tell me these directors or presidents 
never visit these fellows or tell them, “You do this, that or the other 
thing”? 

Mr. Hunrineron. I have visited all our banks and talked about 
polic, y. 

The Cuarrman. And their operations? 

Mr. Huntineron. We do not. We have nothing to do with their 
operations. We discuss policy matters. We discuss their invest- 
ment programs or anything else they want to discuss. 

The CHatrman. You mean to tell me this X holding company, 
which owns a hundred banks—I am not arguing whether it is good 
or bad—owns 100 banks, does not run them ? 

Mr. Huntineron. We don’t, no. We have no legal right to run 
them. The local boards of directors and the local officers run those 
banks. 

The Cuarmman. Let me ask you this: Why do you go to the trouble 
and expense of visiting them? 

Mr. Hunrrncron. Well, Senator, we own a company in the Equity 
Corp., known as Bell Aircraft Corp. Why do I visit Bell Aircraft 
Corp? Because I am interested in it as an investment. I am in- 
terested in seeing—— 

The Cratrman. The Equity Corp. owns Bell Aircraft. They run 
Bell Aircraft, don’t they? 

Mr. Huntinetron. They do not. And we would be the stupidest 
stockholders in the world if we undertook to run Bell Aircraft C orp. 

The Cuarrman. You don’t pick the directors and the officers? 

Mr. Huntinetron. We vote our stock for a slate of directors which 
is usually proposed by management. There has never been a time 
in the history of our banks or ‘the history of our industrial companies 
when we haven’t given a proxy to man: igement. 
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The Cuarrman. I don’t know. Maybe you are different from all 
the others. 

Mr. Huntineron. I don’t think we are. I don’t think we are dif- 
ferent from any other investor. Our job as investors in stocks and 
i var lety of businesses i is to see that—— 

The Cuarmman. I understand you don’t sit out there and give the 
orders and say you do this and do that, but don’t try to tell me that 
you own Bell Aircraft and that you don’t run them. Don’t try to 
tell me that. 

Mr. Huntineron. That is exactly what I am telling you, Senator. 

The Cuamman. You are not making me believe it, and you won't 
make anybody else believe it. There is nobody that will be lieve it. 

Mr. Hunrineton. What we look for is a—— 

The CuatrMan. You can insult our intelligence if you make such 
statements as that, when you say you own something and you don’t 
run it. 

Mr. Huni1neron. I don’t say—— 

The CuarrMan. You can insult the intelligence of these independ- 
ent bankers if you want to, but don’t insult my intelligence because I 

have been in business a little bit and I can tell you that if you own 
Bell Aircraft, you are going to run it. You are going to name the 
directors, the officers, and you are going to run it. 

Now, let’s be practical and honest with ourselves. Don’t try to fool 
me. 

Mr. Hunrineron. I am being practical. 

The CHarrman, You know you aren’t. 

Mr. Huntineron. I will say this to you, SenaLor—— 

The Cuairman. I am not saying it isn’t a good thing. I wouldn't 
think much of you if you if you didn’t run it. I would think you 
would be fired if you didn’t. The point is, I don’t want you to try 
to insult our intelligence. You insult my intelligence when you tell 
me if you own a corporation, you don’t run it. 

Mr. Huntineton. That is exactly what I am telling you, and I am 
telling you I would be the most foolish investor in the world if I tried 
to run Bell Aircraft or a bank. I know nothing about banking and 
nothing about the airplane business. 

The Cuarrman. You are arguing with my idea of running some- 
thing. 

Mr. Hunrinoron. If the management of Bell Aircraft Corp. isn’t 
successful, we will get management for it that will be. 

The CHarrman. Of course you will. You will run it; you will take 
on the responsibility for the success of Bell Aircraft. 

Mr. Huntineron. Senator, I am not going to quarrel with you over 
a matter of semantics. 

The Cuarrman. All right. I just wouldn’t want the record to 
show that I believe if you own something that you don’t run it. 

Mr. Huntineron. I know you are a successful businessman—— 

The Cuatrman. I am not too successful. 

Mr. Hunrrnetron. You can run your business as you see fit. We 
haven’t made the greatest success in the world. 

The CuHarrMan. You have done very well. My point is I wouldn't 
like you if you didn’t run it. I know you do run it; I know you should 
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run it. If you own it, you have the responsibility of running it. 
And don’t try to make me think differently. Am I right or wrong, 
Senator Robertson ¢ 

Mr. Hountineron. We differ. 

Senator Roserrson. I am going to stay out of this. 

Mr. Huntincton. That is purely a question of definition. I am 
not going to fight with you, Senator. 

The CHarrman. All right. I am not arguing whether it is good 
or bad. Iam not taking that position. I am just taking the position 
that if you own something, you are going to run it. You have the 
right to run it, you ought to run it, and you do run it. 

Mr. Hunrrneton. We try to see that we always have good manage 
ment. 

The Cuarrman. Of course. 

Senator Roperrson. The difference here, I think, is the question of 
what constitutes “running.” I assume the chairman means that it 
would be what anybody would ordinarily do in day-to-day or month- 
to-month operation of a business. What the colonel is referring to 
is that he has money invested in the stock of a corporation; he con- 
sults with them about policies and checks their efficiency. If he finds 
that the management isn’t doing a proper job and the company is not 
making money, then he will go into the question of management. The 
management runs the firm. 

Mr. Huntineron. That is a very good exposition of the difference 
between Senator Capehart and myself. As I say, the difference is one 
of semantics. 

The Cuarrman. I just didn’t want anybody in this audience to be- 
lieve that I believed that if a man owns something that he doesn’t 
run it. He has a right to run it, he does run it. He names the officers, 
and he is responsible for the success of it, and if he has me or you out 
there running it and we don’t do a good job, we are out and some- 
body else goes in. The man that owns it makes the decision as to 
whether the management stays in or goes out. 

Mr. HuntincTon. Even as investors we can’t dodge acertain amount 
of responsibility, sir. 

The Cuarmman. Of course you can’t. I would have very little 
respect for you if you did. 

Senator Rorrrtson. Senator, you and I voted for the membership 
of all the standing committees in the Senate. The Republicans picked 
those they wanted and the Democrats picked those they wanted, and 
then everybody voted for everybody on the committee. But you and I 
didn’t run the McCarthy hearings. 

Mr. Huntinetron. You ought to be glad of that, Senator. 

I am discussing now, Senator, certain features of this particular bill 
which is under consideration, and I have covered the question of the 
independents’ allegation that banks and bank holding companies have 

similar characteristics. 

My next point is that the naive assumption of this bill, that the 
control of American enterprise is lodged in minority stockholders, 
just cannot be sustained. This feature of S. 1118 was attacked by the 
Federal agency representatives who appeared here last summer, and it 
is a feature of this bill and of all its predecessors to which we would 
like to address ourselves, because what this bill is trying to do in its 
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section 8, its definition section, is to impose on minority stockholders 
the responsibility of dorminant ownership. And I wonder if, indeed, 
| need to go into this question at any great length, in view of what has 
already been said about the matter and in view, also, of the facts of life 
as they have been presented to us forceably in all this rash of proxy 
contests which have broken out about the country, notably the Amer- 
ican Wollen case and the New York Central case. I think it should 
have been demonstrated by this time to the satisfaction of just about 
everybody that you control a corporation when you control its board of 
directors, and we have just never gone along with the theory that any- 
thing less than the right to elect a majority of the board of directors 
of any enterprise has given us any control over that enterprise. 

One of our policies is that we will not take responsibility through 
minority positions, except in general market situations where 
it doesn’t matter 

The Cuarman. You won't take responsibility for management ? 

Mr. Hunvineton. We will not accept management responsibility 
or the responsibility of majority ownership, unless we actually own a 
majority. 

The CuarrMan. In other words, unless you control and own it, you 
will not accept the responsibility for management ? 

Mr. Huntineron. ‘That is right, in connection with general market 
investments. 

The Cuarrman. To put it the other way around then, they who own 
it run it. 

Mr. Huntineron. Put it another way around: They who have 
responsibility ought to own it. Again, we may have been dealing 
with semantics. 

The Cuatrman. In other words, you say you will not accept the 
responsibility for running it unless you do have control of it, which 
means to me when you do have control of it, you run it and do accept 
the responsibility. 

Mr. Huntineron. No, the responsibility which I have in mind, 
Senator, is something totally different from the day-to-day operation. 
It was pointed out by Senator Robertson. 

The Cuatrman. I never intended to say that you from day to day 
accepted the responsibility for operating the bank and running it. 

Mr. Huntincron. I am thinking of a totally different responsibility, 
where we are called on for additional capital, a stockholder responsibil- 
ity, where there are financial needs we have to meet. 

As I said a few moments ago, we have been called on in the banks 
of ours for something like $13 million of financing, since 1946, which 
is a lot for tiny banks like ours. But we wouldn’t accept that respon- 
sibility if we were minority stockholders. We would let somebody 
else worry about it. That is one of the conditions which I have in 
mind. 

Now, the next point about S. 1118 is its assignment in this same sec- 
tion 3 of broad discretionary authority to the Federal Reserve Board. 
And you will remember that under section 3 not only is a minority 
percentage established for determining bank-holding company lia- 
bility, but that is entirely swept away by giving broad discretionary 
power to the Federal Reserve Board. In other words, they establish 
an ephemeral standard, and even that they can take away from us, so 
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that no bank-holding company would have any test by which it could 
determine in advance whether it had holding-company liability or not. 

That is one of the features of all these bills to which we have always 
objected, and that is why I think it is necessary to have some standard, 
such as the power to elect a majority of the board, against which we 
could test bank-holding company liability. 

I don’t mind adding to that that the American Bankers Association 
suggested a test which might be such a controlling influence as to 
represent the power to elect a majority, but I would want to have that 
factual enough so that if there are any disputes between us and the 
Federal agency about that, we would have the right to appeal. All 
this business of leaving everything to the unappealable discretion of 
some Federal agency is nothing w ith which we want to have anything 
todo. And I think that isan important factor which should be given 
consideration in sett ing up any definition section. 

The next thing about S. 1118 about which we object is the class 
characteristic of this bill, as evidenced by its favoritism and its rank 
discrimination. When I say that, what I refer to is this: This bill 
has given an exemption to mutual savings banks. That is a specific 
exemption. Mutual savings banks would be caught by this bill, be- 
cause they own enough stock in commercial banks to become bank- 
holding companies under this bill, but they are given a specific exemp- 
tion by these independent bankers. 

Another thing these independent bankers have done, they have 
failed to mention or include in this bill—and by reason of their word- 
ing of the definition of the section I think there is an unquestioned 
exclusion of other capital pools which own bank stock. And I refer 
to unions and welfare funds and pension trusts and other funds of that 
kind. I see no reason for any such exclusion as that, unless what the 
independent bankers had in mind was a purely political reason. 

And you who live here in Washington, and we who live in New 
York, and the people who live in Chicago know what I mean by refer- 
ence to that exclusion. And I don’t think I need to labor that point 
any more, but that is a part of the class characteristic of this legis- 
lation which the independent bankers are proposing. 

I think it is equally discriminatory in failing to recognize, as all of 
these bills have failed to recognize, the fact that they are dealing in 
part, at least in this attack against holding companies, with com- 
panies like ourselves which are registered. We may be the only com- 
panies which are registered under the Investment Company Act—I 
am not sure of that. But whether we are or not, it is rank discrim- 
ination to ignore completely 

The CrHatrMAn. Does anybody know how many of the holding 
companies are registered under the Investment Act? 

Senator Roserrson. Twenty-three, I think. 

Mr. Huntineron. Not registered under the Investment Act of 1940, 
Senator. There are 20, I believe, that are holding company affiliates, 
registered under the Banking Act of 1933, with the Federal Reserve 
Board, as holding company affiliates. 

Now, another feature of this, of S. 1118, to which we have always 
objected and which is still kept in this definition section, despite the 
fact that we have hammered at this point since 1947, is this sly attempt 
on the part of these independents to include individuals as cok 
holding companies. 
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The CHaArrMan. Include what? 

Mr. Huntineton. Include individuals. And the way the defini- 
tion section is drawn, there isn’t any question but individuals acting 
in an association could be declared bank holding companies. 

The CratrMan. Individuals, acting in associ: ition 2 

Mr. Huntineron. Acting in association, 

Now, I just point out to you, Senator, that what that means— 

The CuatrMan. Where is that? What page is that in the bill? 

Mr. Huntineron. It is section 3, sir, of the bill. 

Senator Ropertson. Well, the definition in S. 76, which was the bill 
I introduced, is far better than that, isn’t it? 

Mr. Huntrneron. It is far better than that, and it excludes indi- 
viduals, as they ought to be excluded. 

The CHamMan. Read that portion of section 3 for us. 

Mr. Huntineron. Incidentally, the so-called committee print, as 
bad as it is, is indirectly an attack on this definition section, because 
t, like your own, obviously excludes individuals. 

The CuarrMan. Will you read the portion of the section 3 that 
you are referring to? 

’ Mr. Hunrineron. Yes, sir. 

Company— 

I am reading subdivision (c) on page 5, about midway through— 
well, I’m looking at the printed record, Senator, but just before sec- 
tion 4 you will find 3 subparagraphs, reading up FE, D, and C. [am 
going to read (c): 

Company means any bank, corporation, partnership, joint stock company, 
business trust, voting trust, or association, or any similar organized group of 
persons. 

Senator Ropertrson. They have charitable trusts in there, too. 

Mr. Huntineron. “Whether incorporated or not.” 

Senator Roserrson. Don’t they have charitable trusts in there, too ¢ 

Mr. Hunrineron. No, sir, nor labor unions or welfare funds 
pension trusts. 

Senator Ronerrson. In that definition it covers charitable trusts 

Mr. Hunrtineron. Or a charitable trust, yes. But a labor union or 
a welfare fund would not, in my opinion, come within that definition. 

Senator Roperrson. In 1950, when I had in my bill the same defini 
tion that is in S. 76 now, every member of our subcommittee agreed 
to that definition. Every witness that appeared before us agreed on 
the definition, and the holding companies didn’t object to the defini- 
tion; they just objected to the whole bill. They didn’t think any 
legislation was necessary. 

But, they never challenged the definition of a holding company, if 
we were going to divorce holding companies from the banking busi- 
ness, above a certain percentage of bank stocks which they would be 
permitted to hold, which did not give them even a shadow of control. 

I point that out, Mr. Chairman, because there was a time when we 
were all agreed, if we were going to have any bank-holding legisla- 
tion, the definition that I put in there was the correct one. I had some 
expert advice in drafting that definition. It was more restricted than 

the one which had been advocated by the Chairman of the Federal 
Reserve Board. And, at that time, all who favored bank holding- 
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company legislation favored that definition. I am satisfied that if the 
committee ever reaches a point where it wants to report out a bill, al! 


those who favor bank holding-company legislation would again favor 


the definition in S. 76, and not the one in the bill that the distin- 
guished Chairman introduced by request. 

Mr. Hunrineron. Well, Senator Robertson, as I said at the outset. 
I have not studied S. 76 because I understood I was to address myself 
to 1118. However, in looking at this definition section of yours in 76, 
I notice you have excluded mutual savings banks, which is something 
to which I would object, and also you have excluded individuals be 
yond question of a doubt, but you have not included unions and wel- 
fare funds, as I read that definition, and if I were drawing a defini 
tion, I would certainly include unions and welfare funds. 

I see no reason why these enormous pools of capital shouldn’t be 
treated just like the rest. 

Senator Roserrson. We went into the subject of mutual savings 
banks quite fully, and we were definitely of the opinion 4 years ago 
that we did not want to classify them as bank holding companies, and 
personally Iam of the same opinion still. 

Mr. Huntineron. I listened to Mr. Oliver’s testimony yesterday, 
and he said it was a matter of convenience for them to own commer- 
cial savings banks. Well, that is fine; it is a matter of convenience 
for us to own banks, too, because it conveniently fits with our policy 
of diversification, investment diversification. It is convenient for 
all of us to own banks. 

Now, the next thing I want to point out about S. 1118 is its inter- 
ference with States rights. I think that is one of the most important 
features of this bill, and that again was pretty thoroughly covered 
by the testimony of last summer, and if that point has been sufficiently 
emphasized to the committee, I don’t want to belabor it again, but 7 
just want to stress the fact th: 5 when the agency representatives got 
through with section 5 of this bill last summer, there was nothing left 
of it, which I am quite convinced should be the case. 

And, I would just like to add to what they had to say, that this 
section 5 of S. 1118 is a weird affair, and it does something which none 
of its predecessors have heretofore done, and that is it presumes to 
tell the individual States what their laws on the domestication of 
foreign corporations ought to be. It also interferes with States rights 
in another way, as under section 3, where there is an unquestioned 
attempt to bring under Federal Reserve control through the medium 
of this bill the power to regulate State nonmember banks—that has 
been in every bill that has been before this committee; also in section 5 
you have this other interference with States rights. 

And, while I am on the question of section 5 of this bill, I would also 
like to state that it expounds for the first time a weird philosophy 
that investments ought to be purely intrastate matters, and it attempts 
to close—it attempts to set up local markets for bank stocks, and to 
close to banks which are in need of capital—the general market which 
bank capital has today. That is something new in legislative en- 
deavor, so far as I know. ; 

Senator Rospertson. Mr. Chairman, I regret to interrupt the wit- 
ness, but I am scheduled to be the first speaker on the Democratic 
side this morning on the floor of the Senate in support of the Re- 
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publican slogan of 1952: “Trade and Not Aid,” and I’m sorry that 
I’ve got to leave these hearings which are incidentally interesting to 
me, but I will read in the record the remainder of the Colonel’s re- 
marks, as well as other witnesses. But, this matter is very urgent. 

Mr. Huntrneron. I would much rather hear what you have to say, 
Senator, than what I have to say. 

Senator Ropertson. I’m going over there and say we stand by our 
splendid President on his foreign-trade program. 

Mr. Huntineron. The other point about section 5 which I would 
like to record, Senator Capehart, is its interference with property 
rights. 

[ think it is clear in section 5, and actually the Federal representa- 
tives who appeared here made a point of this also, that under section 
5 there is an attempt to cut off preemptive rights. For example, no 
existing stockholder would be able to take his share of a stock divi- 
dend, or to buy new stock on a general offer to stockholders, or to 
exercise preemptive rights or even to receive a stock dividend. He is 
not permitted under that section of the bill, as drawn, to receive his 
pro rata share of the assets of the bank on liquidation or of a cor- 
porate entity which might own bank stocks, on liquidation of both. 

All of that is an unnecessary interference with property rights, and 
I just want to make one point which was not made last summer, and 
that is that ail of that i Nenad on Federal Reserve Board determina- 
tion, and that by shutting off those rights it would be completely pos- 
sible for the Federal Reserve Board to alter a majority ownership of 
a bank into a minority ownership, and thus destroy the—— 

The Cuairman. Is this in section 5? 

Mr. Huntineton. I am talking about section 5. 

And, thus destroy the value of control. 

The CHairMAn. Read the specific language in that section which 
does just what you say. 

Mr. Huntrineron. Yes, sir. 

It is not much different in its destruction of property rights than 
its predecessors. 

The Cuaiman. Read it, please. 

Mr. Huntineron. I am reading section 5. 

The Cuarrman, A, B, or C, or what ? 

Mr. Huntixeron. I am starting at the beginning, sir. 

Except with the prior approval of the Board, it would be unlawful 
and I am reading (2)— 
for any bank holding company to acquire any voting shares of a bank. 

It means you can’t receive stock dividends, you can’t subscribe to 
your pro rata share of stock on new offerings of stock, and exercise 
preemptive rights to which you are entitled. 

Or (3 

The Cuamman. Say that again, any bank holding company that 
acquired directly or indirectly any voting shares of a bank does what ? 
_Mr. Huntineron. Unless the Federal Reserve Board approves it. 
You have to go to the Federal Reserve Board to exercise the normal 
preemptive rights. 

_The Cuarrman. You say it denys them the right to accept 
dividends ? 
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Mr. Huniinoton. That’s right. If a stock dividend is declared, 
that would be the acquisition of voting shares, wouldn’t it? If an 
offering of stock is made to all stockholders, a bank holding company 
would have to run to the Federal Reserve Board to get its consent to 
receive its share of that stock, or to subscribe to its share of that stock. 
It is a completely ridiculous provision. 

The Cuarrman. I don’t agree that it does, but you go ahead. 

Mr. Huntrneron. Then, it goes on, in (3) : 

For any bank holding company or subsidiary thereof, other than a bank, to 
acquire all or substantially all of the assets of a bank. 

Suppose you want to liquidate a bank. Do you mean to say that a 
corporate stockholder couldn’t acquire its share of the assets of a bank 
on liquidation? Plenty of the banks have had to be liquidated, and 
what is the intent of this section, to take away from corporate stock- 
holders the right to receive their share of assets on liquidation ¢ 

That is what is involved there. It is part of the nonsense of this 
whole measure, as it has been framed, and all those things are taken 
almost verbatim from predecessor bills. Somebody must sit down and 
take the other bills and present them anew each year. 

But, the destruction of property rights in that fashion is something 
to which we object. We don’t see why we should have to run to the 
Federal Reserve Board or any other Federal agency to determine 
whether we ought to get our fair share of property on liquidation of 
any entity, or whether we ought to be permitted to exercise preemptive 
rights. 

Furtherfore, I want to point out that that is complete Federal 
interference with the laws of the State in which these institutions 
are incorporated, because the laws of the State would permit all of 
that. The laws of any State in the Union would permit it. 

Now, another thing I would like to point out about the definition 
section of this bill, which I omitted in my earlier reference to it, is 
the fact that under the definition section—Senator, these are two other 
aspects of that section to which I would like to refer—and that is that 
the definition section imposes pyramided liability and multiple regu- 
lation. 

Now, when I say pyramided liability, what I mean is this: that. as 
I pointed out, the Equity Corp. owns about 70 percent of the voting 
stock of the Morris Plan Corp., which in turn controls our bank. 
The Equity Corp., itself, doesn’t own a share of stock of any bank. 
Any corporate entity which owns bank shares obviously, if it owns 
bank shares in the amount which would bring it within the definition 
section, should be regulated as a bank holding company, if we are 
going to have bank holding company law. But, indirect ownership 
of that kind, T don’t think should be penalized. 

I don’t see any reason why both the Morris Plan Corp., and the 
Equity Corp., under those circumstances should be required to regis- 
ter as bank holding companies. 

The Cramman. Excuse me just a second. 

You may proceed. 

Mr. Huntineton. Thank you, sir. 

I was saying that this provision of the bill which requires liability 
on the part of a corporate owner of a bank holding company, I think 
is another objectionable feature. I see no reason, if banks are iusu- 
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lated against unconscionable dealings on the part of stockholders, for 
the regulation of entities which have control of any company which 
owns bank stocks since primary regulation would seem to be enough. 

On the other hand, if the Congress felt that existing law govern- 
ing dealings between officers and employees of banks are not strict 
enough, then some such provision as that, contained in the Invest- 
ment Company Act of 1940, namely, section 17, could be adopted 
because that very strictly regulates dealings between stockholders, 
officers, and employees, and any affiliated company. ’ 

The other thing is that this same section provides for multiple 
regulations; in other words—and I am thinking, now, of the position 
of the Federal Reserve Board, as I think it was expounded on page 

7 of this record, which is that the Federal Reserve Board wants a 
whole new sweeping, untried piece of legislation; they want to Impose 
that on top of all the holding company affiliate sections of the law 
and all the other applicable sections of the law as they exist today. 
And, I think some consideration ought to be given to all this multiple 
regulation, 

We would be regulated as an investment company, we would be 
regulated as a bank holding company, if our banks qualified, any of 
them, for Federal Reserve membership. We would be regulated 
under all these antiquated provisions which deal with holding com- 
pany affiliates, and I think that is a problem which this bill presents. 

Now, Senator, I would like to go on to my main objections to these 
sweeping assertions of the independents, which have been made 
against us, and on which they have tried to base their demands for 
bank holding company legislation. 

The first of these I am going to dispose of very quickly, and that is 
their allegation about uncontrolled expansion and monopoly, result- 
ing monopoly. And, I would simply like to point out in that con- 
nection the Federal Reserve Board has pretty well briefed that for 
us in the memorandum which they submitted, which appears on pages 
44 to 46, as I recall it, of this record. 

Now, that memorandum was submitted by the Federal Reserve 
Board to show the great growth of bank holding companies, and the 
important financial position which bank holding companies occupy 
in the banking structure of the country. In my opinion it showed 
exactly the reverse. It was also supposed to show the great expan- 
sion which took place over the years in bank holding company bank 
establishment. Well, actually, it shows none of those things. 

In their endeavor to make that point, of course, they included the 
Bankers Discount Corp. in their memorandum, statistics on that, 
which owned those Chicago banks, even though the statistics were 
supposed to relate to 1952 figures, and even though the Bankers Dis- 
count Corp. transaction didn’t occur until June 1953. 

Also, in an attempt to build up the figures, they included in Trans- 
america holdings the ownership of the Bank of America, which hasn’t 
been held by Transamerica, of course, for at least 214 to 3 years, as 
everybody knew. 

Now, it is true they put a footnote—in each case they put a footnote 
at the bottom of their memorandum, but I would Late to think, Sen- 
ator, what would happen to us under the Investment Company Act, if 
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we ever tried to file a statement of that kind that was as misleading as 
that, with the Securities and Exchange Commission. 

Now, actually, the figures in that memorandum, when Trans- 
america’s holdings of the Bank of America are eliminated, show that 
all of the expansion which took place, all of the bank holding expan- 
sion, which took place over the years from 1933 to 1948, has taken 
place in branch establishments, and that actually there has been a 
decrease in the number of banks owned by bank holding companies, 
and I am talking now from pages 27 sequitur of my printed statement. 

And, in looking at the figures of commercial-bank development 
during the same years, we find the trend there has been exactly the 
same, that there has been an increase in branches and a decrease in 
banks. 

The net result has been that from 1933 through 1952, banks owned 
by bank holding companies decreased by 89, or 22 percent, while 
branches increased by 470, 77 percent, and for all commercial banks, 
the trend was more or less the same, although the decrease in the 
number of banks, commercial banks, as a whole, was a good deal less 
than the decrease in the number of banks owned by bank holding 
companies. 

So, that actually the record submitted by the Federal Reserve Board 
shows the exact reverse of what they intended to show, and it shows 
conclusively that there was a reduction in the holding of banks by 
bank holding companies; that all the increase was through branch es- 
tablishments, and, of course, as you know, Senator, and as everybody 
knows, that means that every bit of the expansion which has occurred 
in bank holding-company development has occurred with the consent 
of the authorities, and has been completely controllable, and has never 
been uncontrollable or illegal, as the independent bankers insist that 
it has been. 

The other point which was intended to be made is a result of the 
filing of that record by the Federal Reserve Board, was the relative 
size of bank-holding companies. And, they produced figures which 
again were somewhat doctored, of course, by the inclusion of entities 
which shouldn't have been included. But, they included these figures 
to show the tremendous percentage of total deposits and total resources, 
which appertain to banks owned by bank holding companies, as op- 
posed to all banks. 

Well, actually, if you readjust those figures, you will find that the 
ownership of bank holding companies, or banking resources of the 
country, are infinitesimal. They amount to under 8 percent. 

And, you will also find—and we have shown these figures in our 
statistical summaries in schedule 2—that in any event about 87 per- 
cent of the deposits of holding-company banks are in member banks, 
so that whatever monopoly there is resulting from this alleged size of 
bank holding companies has been pretty well controlled by the Fed- 
eral Reserve Board. I think the figures are so conclusive that it is 
hardly worthwhile to belabor the point of uncontrolled exansion 
and monopoly any further. 

Now, I want to move on to the question which is most vital to us in 
the Equity Corp. and the Morris Plan Corp., and that is these allega- 
tions of the independents of the evils of mixed investments and the 
danger which the ownership of diversified—the danger which is in- 
volved in the ownership of diversified investments. 
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Now, as I pointed out earlier in my discussion, the sole citation in 
all the years when the independents have been talking about bank 
holding-company legislation—at least as far back as 1947, when I first 
became identified with this struggle—the sole citation they have ever 
made of any wrongdoing on the : part of a bank holding company was 
that citation of last summer of the Bankers Discount Corp., case, in- 
volving three Chicago banks. And, since we have discussed that 
thoroughly, I am not going into it any further, but 1 do call your 
attention again to the statements of the authorities on that point, as 
they were made last summer. And they are contained in my schedule 
2. brief excerpts of them. 

The other point about diversification is this: That this bill of the 

ndependents is forbidding diversification, so far as the Morris Plan 
Corp. and the Equity Corp. are concerned, but it is permitting diver- 
sification to these mutuals and to the labor unions and the welfare 
funds and to these other capital pools to which I have already alluded. 
lt is ignoring completely the fact—and I want to keep stressing this, 
because it is important in our situation—it is ignoring completely the 
fact that we are operating under the Investment Company Act of 
1940, and that the whole purpose of that act, the whole purpose of the 
Congress in adopting that act was to provide for a supervised medium 
for offering to the public diversified investments, and that is what 
investment companies try to do. So, that our whole purpose of di- 
versification under the Investment Company Act is being nullified and 
destroyed because we are being included in this program of the in- 
dependents under 1118. 

Now, the other thing to which I have already pointed, but which I 
want to refer to again, is the fact that despite the independents’ desire 
to keep the rest of us from having diversification, banks themselves 
are allowed a considerable amount of diversification under the laws 
under which they operate, and I have pointed out to you the situa- 
tion in New York State, with respect to the conduct of an insurance 
business, the ownership of real estate and the other various activ- 
ities 

The Cuamman. You are talking about the State law? 

Mr. Huntineron. I am talking ‘about the State laws and—— 

The CHarrMan. Does the State law of New York permit a bank 
to deal in real estate, buy and sell real estate, buy and sell houses ? 

Mr. Huntrneron. Mutual savings manks are permitted to do that, 
and thew can under the laws of New York State own an investment 
omar ‘ancy that, Senator: Here a bank regulated by the State 
banking authorities and the Federal Deposit Insurance Corpora- 
tion is permitted to own an investment company, and through the 
ownership of an investment company it can engage in any kind of 
busiess it wants indirectly. And, yet, here are we, who are registered 
investment companies, who are not being permitted by the independ- 
ents to engage in any business, except banking—th: at seems 

The Cuamman. Can they own a manufacturing business ¢ 

Mr. Huntineron. There is no reason why the investment company 

can’t own a manufacturing business. 

The Cuatrman. That isn’t my question. 

Mr. Huntineron. Directly; no, sir. 

The Crarman. Can they buy a factory building and own it and 
operate it? 
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Mr. Huntrneron. Directly ? 

The CHamman. Yes. 

Mr. Huntineton. No, sir; through their own investment company 
they could. 

The Cuamman. The statement you are making, then, about these 
State banks in New York doing other than banking business is that 
they own an investment company. 

Mr. Hunarneton. They can own an investment company and own 
common stock. 

The Cuamman. They would have to do the trading through the 
investment company. 

Mr. Huntinenam. Absolutely. But, that is diversification, and 
here we are registered companies and we are denied diversification. 

The Cuarrman. Weren’t you leaving the impression they were do- 
ing it as banks? 

Mr. Huntrneron. I made the express statement they were doing 
it through the investment company. 

The CuatrMan. You didn’t bring that out. 

Mr. Huntineron. If I didn’t that was an inadvertence, but if you 
read back the record, I think you will find I mentioned it. 

The Cramman. I think your statement was that banks in New 
York, for example, could deal in these different things. 

Now you say they can do it through only an investment company, 
and the investment company deals in these different things. Is that 
right ? 

Mr. Huntincron. That was my intention. 

The Cuarmman. That is why you had me puzzled a little bit, be- 
cause I didn’t think they could do it. 

Mr. Huntineton. I make the point, Senator, that they are allowed 
to do by indirection what we are registered investment companies 
cannot 

The Cuarrman. In New York, then, they can own stock in the in- 
vestment company and that investment company can do these things. 

Mr. Huntineron. That’s right. And, of course, they are per- 
mitted under the law to own common stock, too, which by indirection 
gives them an interest in a variety of businesses. But, there the own- 
ership of common stock is limited as to amount, under the statutes. 

The CratrMan. That’s right. 

Mr. Huntincton. Now, I want to talk a little bit about 

The Cuamman,. Let me ask you this—I want you to have as much 
time as you want 

Mr. Huntrneron. I’m almost through. 

The Caamman. Then Mr. Morris wants to be heard. 

Then, we have Mr. Burtelow. How much time do you think you 
want ¢ 

Mr. Burretow. About 30 minutes, sir. 

The Cuarrman. You have about 30 minutes more. 

Mr. Huntrineron. I’m about through. 

The Cuarrman. And Mr. Morris maybe an hour. 

Mr. Morris. I don’t think I need more than 30 minutes. 

The Cuarrman. Thirty minutes for you, 30 minutes for Mr. Burte- 
low. You can have as much time as you want. Why don’t we recess, 
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then, at this time, until say 2 o’clock, and then we can take as much 
time as we need. Would you rather finish? 

Mr. Huntineton. Ill do as you say, Senator. I’m coming to the 
end of this discussion of diversification. 

The CuarmaNn. How long would you think it would take you to 
finish ? 

Mr. Huntinetron. Unless you ask me some more interesting ques- 
tions, whic h I would like to answer, I can finish very briefly. 

The Cuarrman. Well, why don’t we recess. We might have an 
nspiration during the lunch hour to ask you some questions. 

Mr. Huntineron. All right. 

The Cuatmman. Why don’t we recess then until 2 o’clock and then 
we will finish your testimony and then Mr. Morris and Mr. Burteiow, 
because I have to introduce a couple of bills. 

Does Mr. Jenkins want more time? 

Mr. Jenkins. Yes, sir. 

The CnHarrmMan. I think we will have some time. 

In any event, tomorrow morning we are going to hear Mr. Belgrano 

Transamerica, at 10 o'clock, and then we are going to hear the 
independent bankers, and then we are going to hear you gentlemen 
again. This ought to be good. We are going to put one on one side 
and one on the other. 

Mr. Huntineron. We are having a real dogfight here. 

The CHarrMan, We want to bring out the facts. 

We will recess, then, until 2 o’clock. 

(Whereupon, at 12:10 p. m., the committee recessed, to reconvene 
at 2 p. m., the same day.) 


AFTERNOON SESSION 


(The committee reconvened at 2:10 p. m., Senator Homer E, 
Capehart (chairman) presiding.) 

The Cuatrman. Without objection, we will place into the record 
a telegram from George J. Burger, vice president of the National 
Federation of Independent Businesses. 

Without objection, we will place into the record a statement by 
Mr. Pope, chairman of the board of the Marine Midland Corp., of 
New York. 

Without objection, we will place into the record a statement from 
the Wisconsin Bankshares Corp., by Mr. Brumder, the president. 

(The documents referred to follow :) 


WASHINGTON, D. C., June 22, 1954. 
Hon. HoMeR CAPEHART, 
Chairman, Banking and Currency Committee, 
Room 301, Senate Office Building: 

In lieu of personal appearance before your committee now considering your 
bill, S. 1118, which prohibits bank holding companies control of business firms 
and prevents monopolistic expansion of banking systems by bank holding com- 
panies, it is to be noted in a recent nationwide poll made by the federation of 
its entire nationwide membership, comprised exclusively of independent business 
and professional men, which poll reached approximately 100,000, the membership 
concurred in the proposition, “Indepednent business can prosper only when it is 
served by many independent, locally owned competitive banks. Bank holding 
companies kill off local banks, destroy competition. Independent business can- 
not compete with other businesses owned and preferentially financed. Bank 
holding companies own and give financing preferences to some business firms. 
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Independent, local, competitive banks don’t stand a chance against holding 
companies. Holding companies are free from rufts and regulations governing 
your local bank. This will change this situation for the better,” by a vote of 
75 percent for, 20 percent against, and 5 percent not voting. 

The federation takes no position on any legislative or economic problem until 
the entire nationwide membership is polled. It is our belief that, with the 
present trend of our economy, independent business of this Nation needs the 
protection as proposed in your bill, 8. 1118, and we trust the committee will 
report favorably. 

Would you be kind enough to read this message into the record of the hearing? 


Grorce J. Burcer, 
Vice President, National Federation of Independent Business, 740 
Washington Building. 





STATEMENT BY BAYARD F., Pope, CHAIRMAN OF THE Boarbp, MARINE MIDLAND Corp. 


. 
This memorandum is presented by Marine Midland Corp. with respect to the 
various proposals for bank holding company legislation now before the com- 
mittee. 


BUSINESS AND HISTORY OF THE CORPORATION 


Marine Midland Corp. is a bank holding company organized in Delaware in 
1929, qualified to do business in New York State, and having its principal office 
in Buffalo, N. Y. 

It is in the business of owning the stocks of banks, and supplying capital and 
services to those banks. It has no other business, and no interest in any busi- 
ness except banking. It has no investments except bank stocks, cash and United 
States Government obligations, the stock of a former service company for the 
banks which purchases installment paper for them and the stock of a former 
affiliate which is now being liquidated. 

Bank holding companies were recognized and regulated by Federal legislation 
in 1933 and 1935. Marine Midland Corp. has always operated in accordance 
with these laws, which require that it must secure permission from the Board of 
Governors of the Federal Reserve System to vote the stock in the member banks 
that it owns. It holds official voting permits in all necessary cases. 

It owns an average 98 percent of the stock of 9 banks. All do business in the 
one State of New York. Two are national banks and seven are State institutions. 
All but one are members of the Federal Reserve System. All are members of 
the Federal Deposit Insurance Corporation. They are: 





Ts Date Total assets, 
Name founded | Mar. 31, 1954 


The Marine Trust Co. of Western New York aa 1850 
The Marine Midland Trust Co. of New York 1902 461, 259, 136 
Union Trust Co. of Rochester 1853 122, 605, 062 
Marine Midland Trust Co. of Southern New York 1853 


$616, 815, 356 


109, 706, 729 
Marine Midland Trust Co. of Central New York 1864 103, 947, 834 
The Northern New York Trust Co 1839 51, 744, 391 
The Manufacturers National Bank of Troy 1852 45, 888, 010 
Chautauqua National Bank & Trust Co. of Jamestown 1831 | 36, 982, 730 
Nyack Bank and Trust Co_.............--. EES: | 1878 | 18, 680, 929 





ence. Lhe , =a 1, 567, 630, 17 


|—— 


Their aggregate deposits were $1,437,700,000 at March 31, 1954. As of the year- 
end, they had 3 percent of the aggregate deposits of all operating banks in the 
State of New York; constituted 1.26 percent of the total number of operating 
banks in the State of New York; and operated 125 banking offices which repre- 
sents 7.08 percent of the total number of banking offices in the State. 

Each bank is an outstanding local institution in its community or region, and 
each bank is autonomous with a majority of local directors, advisory board mem- 
bers, and officers familiar with local conditions, upon whom rests the responsi- 
bility of successful operation, in fact as well as in law. The directors of the 
banks, and the members of the advisory boards on whom many local responsi- 
bilities rest, are leading citizens of their communities, leaders of business who 
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do their very best to see to it that these institutions serve their communities 
adequately and are well staffed and managed. 

The corporation itself had 49 officers and employees, compared with 4,264 for 
the banks at the year end. Included in both figures are 14 employed both by 
the corporation and a bank. : 

The function of the corporation is not in any sense to engage in the banking 
business (which it could not do under the laws of New York) but is: 

1. To select and maintain a high caliber of direction and management in 
the banks. 

2. To supply capital to the banks when needed. $11 million was raised by the 
corporation in 1951 by an issue of convertible preferred stock and more than 
£10 million has been invested by the corporation in bank capital since that date. 

8. To see that all helpful service springing from common ownership is available 
to the banks. 

The services made available by the corporation, on an advisory basis, are 
changed from time to time in accordance with the need. They are services as 
to which a higher standard for all the banks is offered at a lower cost than any 
single bank could afford if independently owned. 

The corporation maintains an investment department which suggests general 
policies and makes recommendations concerning bank investments, subject to 
the decision of each bank’s board of directors. A separate securities research 
and investment advisory department is maintained in New York City to make 
recommendations concerning securities for trusts and investment management, 
A central organization on consumer credit does the work necessary to permit 
each bank to meet national competition in this line. The corporation’s treasury 
department has provided a standard accounting system for all the banks, 
prepares the tax returns and sees them through, and handles insurance, blanket 
bonds, ete., for the whole system. Uniform systems or pension group life in- 
surance, hospitalization insurance, etc. are maintained. The cost of all these 
services is apportioned among the banks. There is no central credit department, 
and loan applications are not referred to the corporation in any way. The 
presidents of the banks and senior officers of the corporation meet regularly 
as an advisory board to discuss problems of common interest. Technical repre- 
sentatives of each bank meet regularly in committees concerning trust, invest- 
ments, mortgages, auditing, operations, consumer credit, insurance, etc. for 
mutual discussion, study and improvement of standards. Each bank in the 
group helps the others, in any way that it can, to get additional banking business. 

Essentially and fully, the final responsibility for management of each bank 
devolves upon its own senior officers and board of directors. 

At March 81, 1954, in addition to about $3,600,000 in cash and United States 
Government obligations, the bank stocks owned by the corporation had a book 
value of approximately $104 million and an asset value of considerably more 
than that. Its assets, all unencumbered, in effect constitute a strong reserve 
available for the raising of cash if needed by any of the several constituent 
banks in time of economic stress, 

This corporation is owned by approximately 22,000 stockholders, more than 
14,000 of whom are registered at addresses in the State of New York. Most of 
these 14,000 stockholders are resident in those parts of the State in which there 
is a Marine Midland bank or branch. For instance, there are 6,000 stockholders 
in western New York where the largest bank operates ; 1,600 stockholders resident 
in New York City; 500 stockholders resident in Syracuse; 1,000 stockholders 
resident in Rochester; 200 in Elmira; 200 in Troy; 200 in Binghamton; and 100 
in Watertown; in each of these localities there is a Marine Midland bank. 
Ownership of Marine Midland Corp. may fairly be said to be as local as many, if 
not most, unit banks. The only difference between the resident stockholder who 
owns the stock of his local bank and the resident stockholder who own Marine 
Midland Corp. stock is that the corporation’s stockholders not only have an 
interest in the local bank, but their investment in banks is somewhat diversified 
in that they have an interest also in the other Marine Midland banks. 

Marine Mildand Corp. developed in New York State out of a natural grouping 
of banks to take care of the financial needs of businesses which were themselves 
merging, consolidating or integrating in one way or another. It was originally 
formed in 1929 under the leadership of the Marine Trust Co. of Buffalo (now 
Western New York), the largest bank in New York State outside of New York 
City. It represents the desire to work together of some 15 banks in upper New 
York State whose stockholders turned over to the: corporation substantially all 
the stock of those banks and accepted in exchange the common stock of the 
corporation. From tine to time between 1929 and today, other banks have desired 
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to join the group and, as a result of their acquisition and various mergers within 
the group, the number of banks stand as stated above. The corporation has not 
been interested in expanding by acquisition of local banks unless the management 
and directors of the local bank welcomed the affiliation. It has never bought a 
minority of the stock of a bank with a view to forcing an acquisition, and has no 
desire to do so, and all of its offers have been made to all stockholders on a 
uniform basis. For a contemporary statement of the reasons for the formation 
of this corporation, refer to the statement made on April 24, 1930, by George F. 
Rand, now deceased, at that time president of the corporation, at a hearing 
before the House Committee on Banking and Currency, in the series of hearings 
leading 3 years later to the enactment of the Banking Act of 1933. 


POSITION ON LEGISLATION 


Marine Midland Corp. was a party to the joint statement signed by 14 of the 
principal bank holding companies appearing on pages 143-146 of part II of the 
printed record of these hearings, and wishes to reaffirm that this joint statement 
still expresses its views concerning the legislation. 

In addition, the committee on Federal relationships of the Association of 
Reserve City Bankers has presented to this committee a statement on behalf of 
that association with respect to the proposed legislation, and we feel that this 
statement is so comprehensive in dealing with the subject and so thoroughly 
sound that we wish to endorse it insofar as applicable to our situation. 

We also wish to make one specific suggestion concerning the statutory stand- 
ard with respect to treatment of holding company expansion : 

The committee print sets up the standard ‘‘whether or not the effect of such 
acquisition would be to expand the size or extent of the bank holding company 
system involved beyond limits consistent with adequate and sound banking 
and the public interest and the preservation of competition in the field of bank- 
ing.” This could be taken to mean that size alone is a reason for denying the 
acquisition of another bank, irrespective of the desirability of such acquisition 
for other reasons. In no other field of the law known to us has more size been 
accepted as harmful in itself. Furthermore, this phraseology introduces a new 
concept in the field of antitrust law, and prolonged litigation would be required 
to establish its meaning. 

As a substitute for this provision and similar provisions in other bills, we 
suggest the phraseology of the Clayton Act “and whether the effect of such 
acquisition may be substantially to lessen competition or to tend to create a 
monopoly.” Such a standard could be more readily interpreted under existing 
decisions and would place the same restraints upon further expansion of bank 
holding companies as are placed upon other business by the Clayton Act. 

So long as there is competition the public will be served. The legal and 
business structure of this country is built upon that theory. We respectfully 
suggest that it would be the best test to be applied in this situation. 

On summary, it is our considered judgment based on our experience and our 
study of this situation that it would be in the best interest of the whole banking 
system that any legislation be based upon the proposals made in the statement 
of the committee on Federal relationships of the Association of Reserve City 
Bankers and in the joint statement referred to above, to which we were a 
party, with the additional specific suggestion that we have made above. 





WISCONSIN BANKSHARES Corp., 
Milwaukee, Wis., June 16, 1954. 
SENATE BANKING AND CURRENCY COMMITTEE, 
Washington, D. @. 

GENTLEMEN: Wisconsin Bankshares Corp. was organized in December 1929 
and controlled 46 banking institutions, all located in the State of Wisconsin. 

On December 31, 1930, the corporation’s net worth was $40,613,000. Five 
years later, December 81, 1935, this net worth decreased to $7,637,000. In this 
period, the stockholders of the corporation exchanged their holdings on a basis 
of 1 share for 5, and based on the present market of 16, lost approximately $39 
per share on their original investment. This loss made it possible for every 
bank in the group to remain open and to continue to assist many other banking 
institutions, not members of the group, to weather the depression. 

The corporation made cash contributions totaling $7,096,000 between 1932 and 
1939 to 37 of its unit banks. If these unit banks were independent, in all 
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probability, three-fourths of such banks would have closed with resultant runs 
on other banking institutions in various sections of the State. The corporation 
is credited with saving the banking structure in the State of Wisconsin. 

During the years following 1930, the number of banks and trust companies 
was reduced by mergers, consolidations, and sales to the present number of 
5 national banks and 1 trust company. The corporation has met all financial 
crises and no depositor of its banking institutions has suffered a loss 

As of May 31, 1954, Wisconsin Bankshares Corp. controlled the following 
panking institutions: 


Name and location Capital funds Deposits 

Union National Bank, Eau Claire $1, 358, 000 $22, 924, 000 
First-Fond du Lac National Bank 1, 323, 000 24, 950, 000 
First National Bank, Madison (1 branch 5, 025, 000 _79, 385, 000 
First Wisconsin National Bank of Milwaukee (12 branches 36, 708, 000 585, 128, 000 
First Wisconsin Trust Co., Milwaukee 2, 461, 000 2, 56), 000 
First National Bank in Oshkosh (1 branch 1, 830, 00K 31, 4/4, 000 

Total_.. 48, 705, 000 746, 400, 000 


1 Includes capital, surplus, and undivided profits 


On December 31, 1931, banks presently controlled by Wisconsin Bankshares 
Corp. had 21.3 percent of the deposits and 23 percent of the loans of all of the 
banks in the State of Wisconsin. As of December 31, 1953, the banks had 21.9 
percent of the deposits and 20.4 percent of the loans of all the banking institu- 
tions in the State. 

\n analysis of loans and deposits of all banks located in the 5 cities served by 
our banking units disclosed that in 1942 these banks had an average of 43.5 
percent of the loans and 59.2 percent of the deposits. While in 1953, loans were 
46.1 percent and deposits were 48.5 percent. 

The above analysis is concrete proof that our banking institutions serve our 
communities well, and we are proud of the cooperative relationship that eixsts 
with our competitors. As further evidence of this relationship, our largest 
banking institution, the First Wisconsin National Bank of Milwaukee, serves 
as correspondent for over 90 percent of the banking institutions in the State of 
Wisconsin. 

Although Wisconsin Bankshares Corp.’s control of our 5 banks and 1 trust 
company ranges from 86 to 99 percent ownership, we are favored with the 
guidance of the leaders in the individual communities we serve who are directors 
of our banking institutions. 

The corporation is proud of its record in the State of Wisconsin. We are able 
to adequately and safely fulfill the credit requirements in the communities 
served by Wisconsin Bankshares Corp. Our banking institutions are under the 
supervision and control of the Comptroller of the Currency and the Board of 
Governors of the Federal Reserve System. The record in these offices will 
disclose that our operations and policies are those of good and constructive 
bankers. 

A copy of the annual report for the fiscal year ended October 31, 1953, in which 
historical data is included from date of organization, is attached. 

Respectfully submitted. 

WILLIAM G. BRUMDER, 
President. 


WISCONSIN BANKSHARES CORP., MILWAUKEE, WIS. 
REPORT FOR THE YEAR ENvep OcrToser 31, 195% 

This report and the financial statements contained herein are 
intended to inform the stockholders of Wisconsin Bankshares Corp. 
of its financial condition and operations and are not intended te 
induce, or for use in connection with, any sale or purchase of stock 
of the corpoartion or to constitute any part of the proxy solicitation 
material enclosed in the same envelope. 


To THE 7,567 STOCKHOLDERS OF WISCONSIN BANKSHARES CorP. 


This has been an active year for the units of Wisconsin Bankshares Corp. 
The demand on our banks for services is everincreasing. In 1953 we served 
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397,299 customers through savings, checking, borrowing and safe deposit func- 
tions. A daily average of 742,761 checks and deposit items were processed by 
the units of Bankshares, totaling 186,433,233 items for the year. Units of the 
corporation made 75,444 loans to customers totaling $301,894,000. 

A consolidated net income $1,278,000 is reflected by your corporation’s books 
for the year ending October 31, 1953. A dividend of $1,166,000 was paid. This 
represents two regular semiannual dividends of 25 cents each and a 10-cent 
extra dividend—a total of 60 cents a share. The regular 50-cent dividend has 
been paid for the past 9 years. 

The payment of nearly the entire net income in dividends may seem a de- 
parture from past policies but the directors felt it was not, since: 

Chart 1 shows—as do also the tables immediately following these comments— 
that net operating income increased $663,000 from 1951 to 1952 and again in- 
creased $807,000 from 1952 to 1953 to reach the highest point in your corpora- 
tion’s history—$5,723,000. 

Net operating income (chart No. 1) more accurately represents earning power 
han does net income. Net operating income is income before reserve adjust- 
jaents for loans, profit, or loss on security transactions and income taxes, whereas 
net income is after these adjustments, which may vary materially from year to 
year. 

Chart No. 2 shows that increase in yield on earning assets (loans and securi- 
ties) has been an important factor in increasing net operating income. This 
reflects both a general increase in interest rates and an increase in loans, which 
normally carry a higher rate of interest than securities. 


CHART 1 


PANLLIONS NET OPERATING INCOME 
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The net consolidated income for 1952 and 1953 was lower than 1951 although 
net operating income for each of these years showed a substantial increase, 
The reasons for this were pointed out in the 1952 annual report (p. 2)—loan 
loss reserve and security transactions. It was explained that the reserves for 
losses on loans have been built to the maximum allowable by the Bureau of 
Internal Revenue and, while all known losses have been charged off, losses that 
develop in the future will be charged to this reserve. This reserve, then, while 
not a part of the consolidated surplus or book value, is an added protection for 
depositors and an added cushion for stockholders. It was also explained that 
examination and study of the United States Government bond portfolio revealed 
the fact that it would be advantageous to effect certain sales, taking the resulting 
losses, and to reemploy the proceeds rather than to hold the securities to their 
respective maturities. (See note A, middle of p. 4 of this report.) 

Wisconsin Bankshares has gone through some of the most dynamic periods in 
financial history. The tables appearing on the next several pages will help stock- 
holders, customers, and the public to better understand the part played by Wiscon- 
sin Bankshares Corp. since its organization in late 1929. They show declines dur- 
ng the first few years as Wisconsin and the Nation moved ever deeper into the 
depression of the early thirties. Had it not been for Wisconsin Bankshares 
Corp. and its stabilizing influence upon the banking structure and business com- 
munity of Wisconsin during this period, the pressures upon other banks in our 
State would have been increased and the crisis would haxe been accentuated. 
The tables show the substantial growth of deposits from a low of $178,300,000 
in 19838 to $705,500,000 in 1953 and the rebuilding of net worth. The substantial 
rebuilding of net worth since 1934 through retention of earnings shows how your 
corporation has attempted to keep pace with an expanding economy to supply 
the capital funds required by the great growth in deposits during the period 
of recovery and the inflation of World War II. We are certain you will share 
in the satisfaction of knowing the part Wisconsin Bankshares has played 
in the economy of this State and Nation and that 9 out of 10 banks in this 
State have chosen 1 of the units of Bankshares as their correspondent bank. 

We are keenly conscious of our position of great responsibility in being 
entrusted with over $700 million of depositors’ money. Your corporation may 
well be proud of the service it has rendered to its communities and to the State, 
and of the reputation it enjoys today. For making this possible, we would like 
to thank: 

All our customers for the business with which they have favored us in the 
past and for their cooperation in helping us to build ever better for the future: 

All our stockholders for the capital funds, now over $47 million, whieh they 
have supplied to build Wisconsin Bankshares and to make its future possible. 
At the same time we solicit their continuing cooperation and loyal support in 
bringing us desirable new business so that we may continue to grow and to 
prosper ; 

All our directors and the directors of our units for assuming duties and 
responsibilities in accepting membership on the boards of Wisconsin Bankshares 
and the subsidiaries and for devoting many hours of work to insure the soundness 
and the profitable operation of our corporation ; 

All our 2,389 staff members for the diligent manner in which they have served 
our customers. A bank is organized to serve, and the growth of a bank is directly 
related to the manner in which its service is rendered 

Respectfully submitted. 

WILLIAM G. BruMoper, Vice President. 

DECEMBER 15, 1953. 
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WISCONSIN BANKERS Corp. 
Comparative consolidated income and expense 


[000 omitted] 

















} ne » fire eh binant . sittin Net operating 
Income from operations Operating expense incume 
—+— 
| | | 
| Income 
Fiscal Percent | Column Employee | Column | | from 
year | Interest of in- (A) Interest | ° slaries, (B) |Amount} opera- 
und divi-| Interest | tereston| Other | total - 4a Stl wages, total | A | tions 
dends on | on loans | loans to |income}| operat- | a pension, | operat- | minus | percent 
securities total ingin- |‘ eposits and bene- ing ex- | B | of 
income? come fits penses | colum: 
(A) 
| 
1946_..| $7,815 | $1, 668 14.4 $11,551 | $1,125 $4,478 | $7 | $3,796 | 32.9 
1947__. 7,110 2, 500 21.2 11, 792 1, 183 4,877 | 8, 3 3,469 | 29.4 
1948 6, 897 3, 277 26.3 2, 480 1, 180 5, 548 | 9, | < 26. 2 
1949 6, 875 3, 552 27.4 12, 947 1, 136 5, 957 | 9, 24.4 
1950 7, 016 3, 983 29.3 13, 615 1,097 | 6, 111 | 9, | 28.9 
1951 6, 671 5. 40 37.1 14, S01 1, 022 6, 886 | 10, ! 28. 7 
1952 7, 004 6, 519 40.1 16, 266 1, 059 7, 488 11, 35 30.2 
1953 7, 376 7, 941 43.8 18, 110 1, 226 8,085 | 12,% 31.6 
Net se- , wie Percent 
Net op- = Loan loss Provision ' Divi- | Netin- Dividend of earn- 
Fiscal year erating | SUUMES | provision! for in- Net in- dends | come per, paid per | ings paid 
‘ profit or + come nial ‘ > 7 
income ines reserve | come tax paid share share in divi- 
dends 
1946__. $3, 796 $643 $19 $1. 98 $0. 50 25.3 
1947... 3, 469 590 297 1. 46 | . 50 34.2 
1948... 275 643 1, 390 1.11 | . 50 45.0 
1949__- 3, 164 234 1, 221 4.95 4.50 462.6 
1950 3,9 117 300 41.52 | 4.50 4 32.9 
1951 i 256 119 41,25 | 4.50 4 40.0 
1952... 4, $18 | $1,662 $1.06) 4.50 ‘47.3 
1953_... 5 § 2,612 5 304 4. 66 | 4.60 491.2 
After deducting d premium amortization. 


2 Interest on loans has steadily become a more important factor in total income from operations. This 
is due in part to an increase in loans outstanding and to a lesser extent to an increase in loan rates. In order 
to take advantage of the higher rates earned on loans as compared to the rates earned on securities, quality 
loans are aggressively sought by the Bankshares units. 

3 These are the figures that have been used in chart 1 on p. 1 of this report. Net operating income is the 
best indication of earning power since it is subject only to the usual and not to the other than usual operating 
transactions such as reserve adjustments for loans, securities transactions, etc. 

* Net income per share averaged $1.09 for the past 5 years, while dividends per share averaged $0.52, or 
47.7 percent of net income. 

5 The losses and reserve provisions shown here are of the type referred to on p. 2 of our 1952 report and 


on p. 2 of this report. Notwithstanding the considerable shifts in our bond holdings, our average bond 
maturities have remained substantially unchanged. 


Note.—Figures prior to 1946 are not comparable and are therefore not shown. For example, bond pre 
miums were amortized in the years beginning with 1946 but were not amortized in prior years. 
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WISCONSIN BANKSHARES CorRP. 


Comparative consolidated statistics 


{Millions of dollars] 





ASSETS 
Total cash and 
U. 8S. Govern Loans and d unts 
Cash U.S ment securitic Other 
: Govern- |____. bonds s 
. and due - _ . -— -_— - ~~ Total 
Year from ment and . resoure 
cae securi- Percent securl Real : Percent 
| ties ties estate Total of 
Amount of - : ‘ 
denonite mo loans loan 
, iges leposit 
) $49.1 72.6 28.3 $44. 0 $185.0 72. 1 $327.5 
i 28 68. 4 28.7 9. 1 170 71.4 OL. 1 
1932 61.1 83. 8 41.8 27.2 $13. 2 127.0 63. 4 262.4 
} 38.8 87.5 49. 1 23. 2 11.7 17.9 54.9 232. 0 
{ 69. 1 159.4 73.0 12.9 10.7 67.9 lL. 1 259.0 
74.7 192. ¢ 80. 4 10, 2 5. 1 51.9 21.7 273.9 
1036 81.7 210. 3 78. 0 23.8 4.3 4.8 20 305. 1 
1937 75.9 193. 6 76.9 23. 5 4.1 54 21.4 285. O 
1938 83.9 215. 2 81.3 28. 4 +. ( 140.7 15.4 97. 8 
1939 119.8 238, 8 81.4 0.9 l 46 15.7 8. 8 
194 134.8 254. 5 81.3 33. 2 6.5 49.3 15.8 0), 2 
1941 130.1 2R4.0 82.7 15. 7.3 64.8 18.9 7 
42 153.9 383. 6 91.7 1,2 6.7 56.9 13. 6 $54.3 
¥ 144 540. 7 95. 9 1.0 6 49.0 5 f l 
14 146. ( 601. 6 06. 6 2 3 418.8 78 GAR 8 
194 149. 5 6A6. 1 97 2.8 7 47.1 6.9 
1o4¢ 157.0 462. 5 619. 5 2 7.8 73. 11.2 2 
1947 164.0 392. 5 556. 5 13 10. ¢ 106. ¢ 16.8 Ww). 5 
1948 183. 2 362. 7 545.9 20). 2 ll 121.1 18 698. 4 
1949 167.9 412.5 580. 4 2) 12 110. 4 16. € 22 
1950 162.9 380. 1 543.0 28.3 15, 2 38.8 21.1 val. 4 
1951 193. 1 2357 2 o 7 19 171.7 1.6 7 ’ 
1952 185.8 3370.0 8 4.9 184.0 7 82 
1953 184.7 2316.6 29. 7 31.2 226.8 432.1 770 





The increase in loans from $40,700,000 in 1938 to the present total of $226,800,000 indicates normal growth 

and in later years more aggressive loaning policies 

2 Average number of years to maturity of U. 8. Government bonds in 1951, 4 years 5 months; 1952, 4 
years 3 months; 1953, 3 years 19 months 

3 The average percentage of cash and U. 8. Government securities to deposits was 60.1 percent in all 
FDIC insured banks as of June 30 1953 

4 The average percentage of loans to deposits was 39.4 percent in all FDIC insured banks as of Jun 
1953. 


84937—54—pt. 3——_8 
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WISCONSIN BANKSHARES CorP.—Continued 


Comparative consolidated statistics—Continued 


LIABILITIES AND CAPITAL 





Deposits | Capital: 

-_—— - —_—————| Dollar of | | Poe ne pot 

deposits | Reserve | Invest- wee, 

Year = for each | for losses | ment by | ee dem 
Demand “bese Time | Total yom hy ew loans | RF¢ | stock and 

} | | jinvestmen 

by RFC 

eee seBashe sabe au) 2% ; 
| | 

1930 $145.5 $111.0 2 $6, 32 | ees owcd $40.6 
1931 133. 1 105. 6 6.15 he } 38.8 
1932 113.8 86.5 7. 36 | | 27.2 
1933 108. 5 69.8 6. 51 A 27.4 
1934 140.7 77.6 8. 70 $17.6 | 7825.1 
1935 160.0 79. 7 10, 24 15.8 § 23.4 
1936 183.3 86.3 10. 91 13.9 8 24.7 
1937 165. 4 86.4 10. 95 | 10. 3 § 23.0 
1938 178.7 85.8 11.41 | 8.6 8 23.2 
1939 205. 9 87.5 11. 78 | 8.2 | § 24.9 
1940 226. 2 86.8 11. 99 | 7.8 § 26.1 
1941 258. 6 84.6 BO0r he fr) ok os 21.1 
1942 330.8 87.4 18. 18 bide | 23.0 
1943__ 396. 1 $65.9 101.9 22. 03 | Liu] si 25.6 
1944. 446.7 57.6 118.7 6 22. 65 ve 27.5 
1945 459.8 68. 6 153.5 20. 85 32.7 
1946 437.3 46.3 174.2 4 chee No ain 35.0 
1947 440.0 9.5 186. 6 17. 33 Oe Toa 36.7 
1948 451.9 12.7 179. 5 16. 64 2.7 | v3 38.7 
1949 477.2 15.1 72.8 16.71 | 3.9 | . 39.8 
1950 477.1 16.0 166. 2 15, 33 4.2 | 43.0 
1951 519.9 13.4 163. 4 15, 28 | 8 tok. ss 45.6 
1952 532. 8 17.1 167.3 15.19 an (..c-c: 47.2 
1953 516.6 17.5 171.4 614.79 | 96.2 es 747.7 





2 Average number of years to maturity of U. S. Government bonds in 1951, 4 years, 5 
months ; 1952, 4 years, 3 months; 1953 years, 10 months. 

5It should noted that deposits, after decliaiag for the first 4 years from $256,600,000 in 1930 to 
$178,300,000 in 1933, now stand at $705,500,000 

6 The increase in deposits has been at a rate which exceeded the growth of net worth despite the 
considerable accumulation of earnings, so that dollars of deposits per dollar of net worth are not today 
in as favorable a relationship as they were in all years prior to 1941. In 1930 there was $6.32 of depusits 
for each dollar of net worth, in 1944 the amount was $22.65 and there now is $14.79. The average of all 
FDIC insured banks on June 39, 1953, was $12.64 of deoosits for each dollar of net worth. This illusti ates 
the necessity for the policy which has been followed of retaining a large share of earnings to build up net 
worth. 

’ Consolidated net worth, excluding RFC investment, declined to $7,500,000 in 1934 and has been rebuilt 
through recoveries and accumulated earnings to $47,709,009 in 1953. 

* Includes RFC mortgage of $4,517,000 in 1931; $2,971,000 i 1 1935 and $1,739,000 in 1936. 

I. 1917 the Commissio ier of I iter ial Revenue issued a ruling relating to the adoption of the reserve 
riethod of providing for possible future losses on loans. Since that time, each of the units has built up 
the maximum reserve al'‘owed under the ruling. I. accordance with the ruling, losses must be charged 
to this reserve and it therefore cushioas net worth. 














PEAT, MARWICK, MITCHELL & Co., 
Milwaukee 2, Wis., November 25, 1953. 


To the Boarp oF DIRECTORS, WISCONSIN BANKSHARES CORP., 
Milwaukee, Wis. 

GENTLEMEN: We have examined the balance sheet of Wisconsin Bankshares 
Corp., Milwaukee, Wis., as of October 31, 1953, and the related statements of in- 
come and surplus for the year then ended. 

We did not examine the accounts of the subsidiary banks and companies, but 
we reviewed the most recent (1953) reports of examinations of subsidiary na- 
tional banks, made by national bank examiners, and the trust company, made 
by State bank examiners, and also reviewed financial statements of subsidiary 
banks and companies certified by responsible officials to be in accordance with 
their respective books as of October 31, 1953. 

Our examination was made in accordance with generally accepted auditing 
standards, and accordingly included such tests of the accounting records and 
such other auditing procedures as we considered necessary in the circumstances. 

The corporation follows the practice of treating as income the dividends and 
service charges received from its subsidiaries during the year and of adjusting, 
through surplus, its investments in subsid:ari.s for changes in their net worth 
as shown by their books. 
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The investment in capital stock of other subsidiary companies, $1,154,788, in- 
cludes Title Guaranty Co. of Wisconsin, carried at $1,151,578, and one other small 
company. These investments are stated at their net worth as shown by their 
respective financial statements certified by responsible officials to be in accord- 

: ance with their books. 


Capital: Real estate owned is shown after deducting reserves for depreciation and val- 
ied ees uation; the amount of the re.erves at October 31, 1953, was $1,101,481. Real 
worth of estate and other assets are stated at values considered by the management to 
-ommon be conservative. 

ee Section 5144 of the United States Revised Statutes requires in the case of group 
yy RFC banks that the parent corporation shall provide out of net earnings over and 


ubove 6 percent per annum on the book value of its own shares outstanding, a 
reserve of readily marketable assets in an amount not less than 12 percent of 
38.8 the aggregate par value of bank stocks controlled by it. In the opinion of counsel, 








27 2 the corporation is not required to provide this reserve since the net earnings 
1895 : (as defined by counsel) have been less than 6 percent per annum on the book 
$23.4 value of the outstanding shares. 

Z 7 In our opinion, based upon our examination and information furnished to us 
8235 by officers and employees of the corporation, the accompanying balance sheet 
§ 24.9 and related statements of income and surplus present fairly the position of Wis 
“a3 consin Bankshares Corp. at October 31, 1953, and the results of its operations 

23 0) for the year then ended in conformity with generally accepted accounting princi- 
25.6 ples applied on a basis consistent with that of the preceding year. 

7. 5 

32.7 (Signed) Prat, MARWICK, MITCHELL & Co. 
35.0 

38.7 1958 in brief 

39.8 

‘30 Number of shares outstanding silicsiaccihearin chien eniapiniullaselcaseiina ambos ae 

7s Book valve per share ay sas acs papel laei tg | tame 
747.7 


Number of stockholders: 








a Owning 1 to 99 shares pal pocprtinastianaticnes inte 4, 927 
Cars, « : 
ee Owning 100 to 499 shares * Jeaglh _— ‘ 1, 976 
1930 to Owning 500 to 999 shares aa aaapicialilghcait te Shige Meacrapatesat niticcindla 322 
ing 14 ares or “e 249 
‘ite the Owning 1,000 shares or more ens inh ml raheem Salsa esse Sinaloa aS 042 
t today a _ 
lepusits Total number of stockholders_- ; ews J 
e of all Number of officers and employees_._.---...--.-..- wnttadicimaies 
sti ates A 
up net — 
U. S. Government securities—par value: Percent 
rebuilt Maturing on or before Dec. 15, 1955_______________ 62 $198, 192, 600 
Maturing on or before Dec. 15, 1958________- a 39, 818, 025 
reserve Maturing on or before Dec. 15, 1963_- . S oe 56, 192, 250 
uilt up Maturing after Dec. 15, 1963 nite 8 24, 290, 000 
harged 
100 318, 492, 875 
53 Average to maturity October 31, 1953—3 years 10 months. 
Total loans and discounts Siets nada enn inp teetenieee gta 226, 836, 771 
Total cash and U. S. Government securities_._..c-........._.___ 501, 339, 428 
‘ Deposits : 
ein Demand deposits____- ee UU 
. i Time deposits__ ae stitenneaiiadeas picbindeindsctabinsiaieh oa oath 171, 351, 340 
but Treasury tas-eand loam: accounts. css oi ne he kk 17, 517, 885 
_ emnitnbindiuinmatiin 
na- Total deposits * ee esata tear li a tiarirtedliniainiin 705, 505, 562 
nade 
—o UI SN I 201, 455 
with Number of checking accounts se i de aaa ta Cai aS ; 81, 740 
‘ Number of safe deposit boxes rented_____.________ debbie 49, 628 
ting Per share 
and a a ee a ar eae $0. 66 $1, 277, 906 
ices, 8 
and 1 Excluding intercompany deposits of $8,315,694. 
ing, 


rth 
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Dividends paid__.___.--~-_ 
Added to “surplus arising 
subsidiaries to underlying 
parent corporation’s portion of 



































the parent corporation_____-~ 
Net transfer to earned surplus 
DORE: ste ensenee sent anonnils 
ORE ah caidiicenenisie it hoinddcmpardaabeiiee 
2 Decrease. 
Note.— All data stated as of Oct 


Special reserve (appropriated from surplus 
Capital stock and 
Capital stock: 
value $5 per share 


surplus 


Issued. 
Treasury stock - - 


Outstanding 
Earned surplus 
Surplus arising from ad 


underlying asset values 
Total capital stock and surplus ! 


Total liabilities 


1 Book value at Oct. 31, 1953, $24.55 per share, and 
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1953 in brief—Continued 


Disposition of consolidated net income: 


from adjustment in 
asset 


Authorized 2 million shares of no par value- 


LEGISLATION 


$0. 60 


values” the 
the net income 


of subsidiary banks and trust company, after 
deducting cash dividends of $1,165,163 paid to 


81, 1953, on a consolidated basis. 





$1, 165, 739 


114, 
"| 





O77 
1, 277, 


417 
25) 


906 


Wisconsin Bankshares Corp., parent corporation only, balance sheet, Oct. 31, 1953, 
with comparative figures as of Oct. 31, 1952 








1, 600, 000 


-stated | 
Shares 

1, 967, 273%% 
24, 37536 


1, 942, 898 9, 


istment of investments in subsidiaries to | 
36, 643, 890 


47, 706, 5 


50, 193, 691 | 


at Oct. 31, 1952, $24.29 per share. 


714, 490 | 9, 
1, 348, 172 | l, 


4 


14, 
347, 
| 

36, 127, 


52 | 


47, 189, 


49,475, 


| 


Oct. 31, 1953 Oct. 31, 1952 
Investments in capital stocks of subsidiaries—based on their net worth as 
shown by their respective books 
Operating banks and trust company (pp. 8 and 9 $45, 105, : $44, 622, 429 
Other subsidiary companie 1, 154, 7 1, 121, 339 
Total investment in subsidiaries 46, 260, 062 45, 743, 778 
Real estate, less reserves for de>reciation and valuation 672, 468 675, 826 
United States Government securities—at lower of cost or par value 2, 302, 219 | 2, 253, 000 
Cash in bank and on hand 894, 024 | 744, 035 
Other assets 64, 918 58, 442 
Total assets 50, 193, 691 49, 475, 081 
LIABILITIES 
Accounts payable, accrued taxes and miscellaneous expenses 73, 944 $67, 996 
Dividend payable 680, 014 485, 725 
Accrued taxes on income 133, 181 132, 246 
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Wiscensin Bankshares Corp., parent corporation only—Statement of income, year 
ended Oct. 31, 1953, with comparative figures for 1952 


Year ended Year ended 
Oct. 31, 1953 Oct. 31, 1952 


Income 





Service charges received from subsidiaries cdetidddaie phasing died $37, 270 $30, 84¢ 
Cash dividends from subsidiary banks and trust company e- 1, 165, 163 981, 408 
Cash dividends from other subsidiary companies . ; * 69, 000 64, 00 
Rents received 217, 788 1fi4 
Other income___. : 4 . 7 69, 492 72, 318 


Total income 





Operating expenses | 





Salaries | 92.11 
Miscellaneous operating expenses 52, O84 
Provision for pensions 14,0 
Taxes, repairs and other expenses—real estate owned 158, 1 
Depreciation—buildings and equipment_ 5,9 
Total operating expenses 7 3 5 ches 329, 078 322, 128 
Net income from operations a ‘ . ideal 1, 229, 635 1, 054, 608 
Add recoveries—net................. whos th noth — 12, 854 | 25, 04 
Total onerating expenses » 1, 242, 489 1, 079, 664 
Deduct provision for income taxes - 79, 000 76, O80 
Net income ee aa <i 1, 163, 489 1, 003, 584 


Wisconsin Bankshares Corp., parent corporation only, statement of surplus, year 
ended Oct. 31, 1953, with comparative figures for 1952 


Year ended Year ended 
Oct. 31, 1953 | Oct. 31, 1952 


Earned surnlus 
Net income for vear ; | $1, 163, 489 $1, 003, 584 





Transferred to earned surplus ! _- asinde tesa 3, 247 11, 109 
Total 1, 166, 736 | 1, 014, 693 
Deduct, dividends declared—60 cents a share in 1953 and 50 cents a | 
share in 1952 . i 1, 165, 739 971, 449 
Net addition for the year - Sunde 997 43, 244 
Amount at beginning of year _ - ; aeqebhans 1, 347,175 1, 303, 931 
Amount at end of year---- f is 1, 348, 172 


1, 347, 175 


Surplus arising from adjustment of investments in subsidiaries to under- 
lying asset values: 

Increase during the vear in parent cornoration’s interest in net worth 
of snbsidiarv banks and trust comnany, as shown by their resnec- 
tive books after payment of cash dividends to parent corporation of | 
$1,165,163 in 1953 and $981,408 in 1952 } 486, 239 1, 494, 753 

Increase during the year in parent corporation’s interest in net worth | 
of other subsidiaries, as shown by their respective books after payment | | 
of cash dividends to parent corporation of $69,000 in 1953 and $64,000 





in 1952 ae res coseetl 33, 449 73, 101 

Total ‘ é a wilh 519, 688 1, 567, 854 

Deduct—transferred to earned surplus !___. cea aerdisecusal | 3, 247 | 11, 109 

Net addition for vear i seitecsdaheiaae eee | 516, 441 1, 556, 745 

Amount at beginning of year - - pebeiebensietnowiahadpehgabnede | 36, 127, 449 34, 570, 704 
—————— seibiendctttingt emeemmemenimatii — 

Amount at end of year................... Gakncotbawdkankin ~~ 36, 643, 890 36, 127, 449 


! Realization resnlting from the sale of qualifying shares of stock of subsidiaries to new directors, trans - 


ferred to earned surplus. 
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e, year Wisconsin Bankshares Corp., and subsidiary operating banks and trust com- 
pany—Consolidated balance sheet, Oct. 31, 1953, with comparative figures 


—— for 1952 
ASSETS 























ende 
31, 1952 =e a 
ao . Increase 
Oct. 31, 1953 | Notes | Oct. 31, 1952 lecrense 
$3 | — - ——— , - a 
= 408 Cash and due from banks. $184, 706, 439 $185, 850, 512 
ah m United States Government securities—at lower of 
a cost or amortized cost. - 316, 632, 989 368, 229, 044 
ie Total cash and U. 8. Government securities 501, 339, 428 554, 079, 556 
1, 371 Other bonds and securities 29, 685, 977 (*) 30, 742, 526 
Stock in Federal Reserve Banks 1, 125, 000 975, 000 
on Loans and discounts 36, 771 @ 184, 010, 941 
oe Accrued income receivable 2, 270, 309 2, 190, 129 
“> 7 Accounts receivable 149, 828 140, 822 
> fies Bank buildings and equipment, net 5, 301, 044 (3) 4, , 315 | 
a ins Other real estate (parent corporation only), net 672, 468 ‘ 826 | 
Other assets 1, 622, 720 1, 
29 Investment of parent corporation in subsidiaries not 
a consolidated “ 1, 154, 788 1, 121, 339 33, 449 
“— i Soe 770, 158, 333 780, 429,848 | (10, 271, 51 
079 . 
78 OR LIABILITIES 
ae Deposits: 
Demand . $516, 636, 337 ( $532, ($16, 185, 204) 
Time 17 340 167, 4, 081, 838 
Treasury tax and loan account S85 17 384, 552 
, year 
Total deposits 705, 505, 562 } (11, 718, 814) 
Accounts payable and accrued expenses 4, 402, 682 330, 455 
Dividend payable aid 680, 015 | 194, 290 
nded Reserves 
1, 1952 For securities 514 (8 1, 580, 768 (373, 254) 
For losses on loans 3, 435 5, 960, 751 262, 684 
For contingencies and special purposes 2,811 1, 616, 811 6, 000 
For unearned income and discount 2, 046, 060 1, 552, 186 493, 874 
003, 584 Capital stock and surplus: 
11, 109 Minority interest in capital stock, surplus and 
undivided profits of subsidiaries consolidated 763, 702 747, 890 15, 812 
014, 693 Parent corporation—capital stock: Authori7ved 
2 million shares of no par value—stated value 
971, 449 $5 per share: 
. Issued ....Shares.. 1, 967, 27334 
43, 244 Treasury stock _ _. _.do 24, 37536 
303, 93 
a Outstanding Jlaeee 1, 942, 898 9, 714, 490 9, 714, 490 ‘ 
347.175 Consolidated surplus._..............-... ‘ 37, 992, 062 37, 474, 624 517, 438 
Pind esnceten ee, oivediay silo 770, 158, 333 780, 429, 848 (10, 271, 515 
NOTES TO FINANCIAL STATEMENTS 
194, 753 ' In this year’s report, bond premium amortization has been deducted for Oct. 31, 1953, and Oct. 31, 1952. 
In previous revorts, amounts of this kind were included in reserves for bond premiums in the lia bilities 
section. For Oct. 31, 1953, and Oct. 31, 1952, the total amounts shown as U. 8. Government securities were 
reduced by bond premium amortization of $1,076,826 and $1,784,377, respectively, and the total amounts 
73, 101 shown as other bonds and securities for Oct. 31, 1953, and Oct. 31, 1952, were reduced by $98,820 and $96,460, 
respectively 
567, 854 U. 8. Government securities amounting to $92,901,697 at Oct. 31, 1953, and $108,330,116 at Oct 31, 1952, 
11, 109 were pledged to secure Treasury tax and loan deposits, other public funds and trust deposits and for other 


- purposes required by law. 
? Loans and discounts include real estate mortgage loans of $31,268,677 at Oct. 31, 1953, and $24,880,780 
at Oct. 31, 1952. 
? Bank buildings and equipment of subsidiary operating banks and trust company are stated after deduct- 
27, 449 ing reserves for depreciation of $3,167,137 at Oct. 31, 1953, and $2,962,102 at Oct. 31, 1952 
‘ Other real estate owned by the parent corporation is shown after deducting reserves for depreciation 
ind valuation of $1,101,481 at Oct. 31, 1953, and $1,096,605 at Oct. 31, 1952 
, trans ‘ Intercompany deposits of $8,315,693 at Oct. 31, 1953, and $7,837,029 at Oct. 31, 1952, have been eliminated 
Reserves for securities are sufficient, if applied, to reduce the carrying value of securities below par 
In the previous report, the reserve for securities of $1,580,768 for Oct. 31, 1952, was included in the liabilities 
in combination with the bond premium amortization reserve of $1,881,037, making a total reserve for bond 
premiums of $3,461,805. The $1,881,037 bond premium amortization reserve consisted of $1,784,377 for 
U. 8. Government securities and $96,660 for other bonds and securities 








we 
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Wisconsin Bankshares Corp., and subsidiary operating banks and trust com- 
pany—Statement of consolidated income and surplus, year ended Oct. 31, 
1953, with comparative figures for 1952 


| | 
| Year ended | Year ended 
Oct. 31, 1953 | Oct. 31, 1952 


Income from operations 
Interest and dividends on securities $7, 673, 996 $7, 453, 351 


Less accrued bond premium amortization (note 6, preceding table) 297, 645 449, 576 
I 


























Total 7, 376, 351 | 7,003, 775 
Interest on loans | 7,941, 841 | 6, 51 
Other operating income 2, 791, 726 | 2,7 

Total operating income ; 18, 109, 918 16, 266, 041 

Operating expenses 
Interest on deposits 1, 225, 541 | 1, 059, 376 
Salaries and wages 7, 244, 655 6, 668, 755 
Provi 1 for pension! 559, 511 551, 759 
Fede leposit insurance 230, 334 216, 886 
Provision for depreciation of bank and other buildings and equipment 308, 172 287, 435 
Other operating expenses 2, 818, 483 2, 565, 961 
Total operating expenses 12, 386, 696 11, 350, 172 
Net operatir ~omme 5 4,915, 869 
Deduct 
Other charge ind 
Net loss from sale of securities 2, 611, 593 18, 24 
Recoverie (56, 872 (120, 668 
Total 2, 554, 721 (102, 424) 
Provision for reserves for losses on loans and other assets 317, 827 1, 609, 097 
Net income before income taxes and minority interest - 2, 850, 674 3, 409, 196 
Provision for income taxes 1, 541, 575 1, 306, 845 
Proportion of net income applicable to minority interest 31,193 45,115 
Total 1, 572, 768 1, 351, 960 
Net consolidated income _-_. 1, 277, 906 2, 057, 236 
Net consolidated income, forwarded 1, 277, 906 2, 057, 236 
Transfers to and from reserves for securities (net) 371, 822 441, 101 
Net addition to consolidated surplus prior to surplus entries of 
parent corporation 1, 649, 728 2, 498, 337 
Parent corporation’s surplus entries: | 
Deduct or (add) | 
Dividends declared, 60 cents a share in 1953 and 50 cents a share in 1952 1, 165, 739 971, 449 
Increase in parent corporation's interest in net worth of subsidiaries 
not consolidated - (33, 449) (73, 101) 
Total...... pbbene ints 1, 132, 290 898, 348 
Net additions for the year. g sso 517, 438 1, 599, 989 
Amount of consolidated surplus at beginning of year ‘ dei 37, 474, 624 35, 874, 635 
Amount of consolidated surplus at end of year Calteleeiein 37, 992, 062 37, 474, 624 


1 After an intensive study of the pension plan of the First Wisconsin National Bank of Milwaukee, recom- 
mendations for changes were made to the board of directors of the bank by a pension committee consisting 
of directors not in the employ of any of the units and who are not parties at interest. The amended plan 
was approved by a vote of the board of directors of the First Wisconsin National Bank of Milwaukee but 
without the votes cf directors who are officers and therefore beneficiaries under the plan. The procedure 
for making amendments to the pension plan was provided in the meeting of the stockholders of Wisconsin 
Bankshares Corp. of Jan. 2, 1945 
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MILWAUKEE, WIs., November 25, 1958. 
To THE BOARD OF DIRECTORS, 
WISCONSIN B. NKSHARES CorpP., 
Milwaukee, Wis. 

GENTLEMEN: We have prepared and submit herewith the following state 
ments, consolidating the accounts of Wisconsin Bankshares Corp. (parent cor- 
poration) and its operating banks and trust company : 

Consolidated balance sheet, October 31, 1953, with comparative figures as of 
October 31, 1952. 

Statement of consolidated income and surplus, year ended October 31, 1953, 
with comparative figures for 1952. 

The foregoing statements have been prepared from the accounts of Wisconsin 
Bankshares Corp., as examined by us, and from financial statements of the sub 
sidiary banks and companies, certified by responsible officials thereof as being 
in accordance with their respective books, the accounts of which have not been 
examined by us. 

PEAT, MARWICK, MITCHELL & Co. 


WISCONSIN BANKSHARES CorpP. 


THE OFFICERS 
Wm. Taylor, president 
William G. Brumder, vice president 
George B. Luhman, vice president 
Carl M. Flora, vice president 
Orth I. Dains, secretary-treasurer 
H. James Sceales, assistant secretary and assistant treasurer 


THE EXECUTIVE COMMITTEE 


William G. Brumder Wm. Taylor 

William M. Chester Erwin C. Uihlein 

T. R. Hefty Joseph E. Uihlein, Jr. 
Clarence H. Lichtfeldt Robert A. Uihlein 
Andre J. Perry Robert A. Uihlein, Jr. 
Harold H. Seaman William D. Vogel 


THE REGISTRARS OF STOCK 


Continental Illinois National Bank & Trust Co. of Chicago, Chicago, Ill. 
First Wisconsin Trust Co., Milwaukee, Wis. 


THE STOCK TRANSFER AGENTS 


First National Bank of Chicago, Chicago, Il. 
Wisconsin Bankshares Corp., Milwaukee, Wis. 


THE BOARD OF DIRECTORS 


William G. Brumder, chairman of the board, First Wisconsin National Bank of 
Milwaukee; vice president, Wisconsin Bankshares Corp. 

William Merrill Chester, president, T. A. Chapman Co. 

k. J. Dempsey, attorney at law, Oshkosh. 

Carl M. Glocke, president, the Union National Bank of Eau Claire. 

T. R. Hefty, president, the First National Bank of Madison. 

Joseph F. Heil, president, the Heil Co. 

Walter V. Johnston, Robert A. Johnston Co. 

George F. Kasten, vice president, First Wisconsin National Bank of Milwaukee. 

Clarence H. Lichtfeldt, comptroller, First Wisconsin National Bank of Milwaukee. 

George E. Long, chairman of the board, Koehring Co. 

George B. Luhman, president, First Wisconsin Trust Co.; vice president, Wis- 
consin Bankshares Corp. 

Ernst Mahler, chairman of the board, International Cellucotton Products Co.; 
director, Kimberly-Clark Corp. 

Robert E. Pabst, investments and real estate. 

Andre J. Perry, president, First Fond du Lac National Bank. 

Cyrus L. Philipp, president, Union Refrigerator Transit Co. 

Harold H. Seaman, industrialist. 
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THE BOARD OF DIRECTORS—continued 


Lawrence F. Seybold, executive vice president, Wisconsin Electric Power Co. 

Wm. Taylor, president, First Wisconsin National Bank of Milwaukee; president, 
Wisconsin Bankshares Corp. 

Charles O. Thomas, president, Pal-O-Pak Insulation Co., Hartland, Wis. 

Robert B. Trainer, attorney at law. 

Erwin C. Uihlein, president, Jos. Schlitz Brewing Co. 

Joseph E. Uihlein, Jr., president, the Glenogle Co. 

Robert A. Uihlein, banker. 

Robert A. Uihlein, Jr., vice president, Jos. Schlitz Brewing Co. 

William D. Vogel, investments and real estate. 


THE UNION NATIONAL BANK oF EAu CLAIRE, EAu CLAIRg, WIS. 
Condensed report of condition as of Oct. 81, 1953 


RESOURCES 





Cash and due from banks___-__~- Lb tized Gee, C52. ST 

United States Government securities__._.___...__. 10, 826, 401. 59 
—__—_—— $118, 2658, 454. 46 
CO IG I I on rice ciccinpemiptnemcnmeeeen 98, 937. 27 
Se Be en I TOON isc creep ee ee iene 30, 000. 00 
leans and Giscounts.................. oe eth ene gta te 7, 791, 059. 25 
Other resources 5 aie cieaiaieetaie tee a ac ee 101, 176. 79 
3ank building and equipment___--- ln etapa eaegeue dc omaramiaeees caine 274, 857. 95 
Cn a ee 26, 564, 485. 73 





LIABILITIES 


Cee 2 ee Se... oe $500, 000. 00 
Surplus ali ahijaidis..istius edie 500, 000. 00 
Undivided proite....iukiidivs sous... 280, 419. 32 


Reserve for contingencies____..__...________- ts 109, 690.58 


ane :: i, £00, 600.80 








Reserves for interest, taxes, expenses, etc_......._..._-___---_ 139, 925. 79 
TIE oo ieee oerennet aaa tl RAG Binet, 28, 241, 879. 30 
Treasury tax and loan account.__-..-..___-__-~ 1, 672, 625. 30 
_ 24, 914, 504. 60 
Cae TE ceteris err ctnanen eee ee ene 119, 945. 44 
metes Teas sh oe nee Sn ccceune 26, 564, 485. 73 
OFFICERS 
Carl M. Glocke, president Hector T. Mayheu, assistant cashier 
Charles A. Bugher, vice president N. Lawrence Nelson, assistant cashier 
Joseph W. Selbach, vice president Bernard G. Weizenegger, assistant 
nar Chilgren, cashier cashier 
Clarence H. Petersen, comptroller Lloyd O. Johnson, assistant cashier 


Edwin J. Oien, assistant vice president 


DIRECTORS 


Charles A. Bugher, vice president 

Alexander R. Garnock, consulting engineer 

Carl M. Glocke, president 

Roswell H. Hobbs, president, W. H. Hobbs Supply Co. 

Lewis E. Phillips, president, National Presto Industries, Inc. 
C. Bruce Reynolds, retired 

rlen V. Rork, president, Northern States Power Co. 

William L. Seyherth, president, Schwahn-Seyberth Co. 
Martin B. Syverson, retired 

Francis J. Wilcox, attorney 


The U 
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The Union National Bank of Eau Claire—Analysis of certain resources and 
deposits 


er Co. 
sident, [000 omitted] 


Total cash 
and U. 8. 
Govern- 
ment | 
securities 


Percent to | Loans and | Percent to Total Total net 
deposits discounts deposits deposits worth 


$1, 328 | 
4, 386 
5, 660 
11, 977 
13, 298 
15, 710 
17, 758 
22, 240 
20, 467 | 
17, 390 
16, 822 
16, 151 
16, 658 | 
18, 605 
18, 268 | 


1930-43— Dee, 31; 1944-53—Oct. 31. 


AA LIONS DEPOSITS MILLIONS LOANS & DISCOUNTS 
25 














r First Fonp pu LAc NATIONAL BANK, Fonp pu Lac 
shier 


tant Condensed report of condition as of Oct. 31, 1953 


RESOURCES 


Cash and due from banks $4, 792, 740. 86 
United States Government securities_..-._..-_-—- 13, 231, 055. 37 

—-— $18, 023, 796. 23 
Cnr IE CUI on xe cescnegpnenseenvapeepspen en 1, 629, 564. 64 
Stock in Federal Reserve bank 2 30, 000. 00 
Loans and discounts 4, 928, 009. 40 
Other resources 117, 230. 03 
sank building and equipment ‘ 168, 094. 62 


24, 896, 694. 92 
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First Fonp pu LAC NATIONAL BANK, Fonp pu Lac—Continued 
Condensed report of condition as of Oct. 31, 1958—Continued 


LIABILITIES 


SII 6 od Catia bie ies bile tcelck wibhinndce eee $400, 000. 00 
Rese es ee ee ee ee es See 600, 000. 00 
eveen BOONR... 2s coo pbk e 236, 680. 01 


Reserve for contingencies plhtiitptiindid 167, 650. 65 


$1, 404, 330. 66 


Reserves for interest, taxes, expenses, etc_._.______- Beda 98, 315. 41 


I a NN i ca a a i $22, 909, 683. 11 
Treasury tax and loan account._____._________ 3! 38 233. 98 








— 23, 297, 917. 09 
ORI OUR cei il a at Palla 96, 131. 76 


24, 896, 6 M4. 


OFFICERS 


Andre J. Perry, president EK. T. Nehls, comptroller 
E. A. Kenney, vice president J.D. Wolf, assistant vice president 
Wm. J. Rieden, vice president J. A. Pfeil, assistant cashier 
J. Neis, cashier H. R. Bott, assistant cashier 
DIRECTORS 


John E. Ahern, secretary-treasurer, John F. Ahern Co. 
an in L. Edgarton, attorney 
. L. Gloyd, retired 

Harold Hanisch, vice president, Infants Socks, Inc. 

A. Kenney, vice president 
Ralph J. Kraut, president, Giddings & Lewis Machine Tool Co. 
Andre J. Perry, president 
Clayton F. Van Pelt, president, Fred Rueping Leather Co. 


First-Fond Du Lac National Bank—Analysis of certain resources and deposits 


(Thousands omitted] 





Total cash | ad 
Calendar yvegr Tr Percent to | Loansand | Percent to} Total Total net 
anne deposits discounts deposits deposits | worth 
securities | 
anata M ; ‘ i da ae Se ; 
1930 =f $1, 351 26. 0 $2, 319 44.7 $5, 189 | $1, 053 
1940___ 5, 928 72.9 945 11.6 | 8, 135 817 
1941... 7, 643 89.4 985 11.5 | 8, 553 | 843 
1942__- 10, 321 | 95.8 556 | 5.2 | 10.774 865 
1943__. 15, 083 103.0 435 3.0 14, 648 | 899 
1944_. 15, 769 104.0 339 2.2 | 15, 168 914 
1945 19, 097 103. 4 394 2.1 18, 473 944 
1946__. 20, 975 101.0 915 4.4 | 20, 766 | 1, O51 
1947... 20, 928 | 97.6 1, 399 6.5 21, 439 1,048 
1948 20, 567 95.0 1, 993 9.2 | 21, 660 1, 124 
1949__. 20, 089 93.0 2, 048 9.5 21, 612 1,155 
1950... 17, 572 85. 5 3, 146 14.3 20, 560 1, 200 
1951__. 17,125 81.7 3, 753 7.9 20, 970 1, 238 
1952._- 17, 997 77.5 5, 002 21.5 23, 231 | 1, 267 
1953... 18, 024 77.4 4, 928 21.2 23, 298 | 1, 236 


1 1930-43, Dec. 31; 1944-53, Oct. 31, 
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917. 09 
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DEPOSITS 


5 





° 
1930 


MILLIONS LOANS & DISCOUNTS 


‘ne First NATIONAL BANK OF MADISON, MADISON, WIs. 


Condensed report of condition as of Oct. 31, 1953 
RESOURCES 


Cush ened due from banks $16, 471, 116. 14 
U. S. Government securities J . $6, 912, 513. 42 


Other bonds and securities in 

Stock in Federal Reserve bank.------------------ 

TS,  cniitaaplmsinrenniantnitigh bientnttemnnyheennn 
Ce iri cicissabaiiidben ncsn pep npeniinein saan 
Bank building and equipment_-_--_- 


Total 


LIABILITIES 


I ee i ereralgn dee encima $2, 000, 000. 00 
Surplus . s ; see 2, 000. 000. 00 
Undivided profits 798, O73. 10 
Reserve for contingencies 901, 815. 28 
Reserves for interest, taxes, 
Deposits 

Treasury tax and loan account 


$71, 432, 282. 34 
2, 149, 762. 99 


Other liabilities 


Total liabilities 


2 92 


——— $53, 383, 629. 56 


1, 958, 631. 35 
120, 000. 00 
23, 433, 590. 27 
». 59 


.O1 


80, 054, 873. 78 


5, 699, S88 
620, 096. 39 


73, 582, 045. 3% 
152, 843. ¢ 


80, 054, 873. 78 


OFFICERS 


T. R. Hefty, president H. J. Kneubuehl, assistant vice presi- 


J. H. Stephan, vice president dent 


H. C. Jamieson, vice president 4. W. Coleman, assistant vice president 
Clarence FE. Karn, vice president and . W. Camp, assistant cashier 


trust officer 

R. H. Marshall, vice president and trust.  * 
officer 

M. ©. ‘Tuhus, vice president and trust 
officer 

R. A. Black, vice president and real- 
estate officer 

H. ©. Nicholls, vice president and 
cashier 

©. B. Lovell, comptroller 


F. W. Byrne, assistant vice president A. Trouard, auditor 


J. K. Conlin, assistant cashier 

Donis, assistant cashier 
A. Egre, assistant cashier 

. W. Gnatzig, assistant cashier 

)}. F. Hamm, assistant cashier 

. E. Hansen, assistant cashier 

. G. Jewson, assistant cashier 
M. Larson, assistant cashier 
P. Smith, assistant cashier 
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iv cba ii 


DIRECTORS 


A. C. Breuch, president, Pennsylvania Oil Co. 

J. E. Doyle, president, Castle & Doyle, Inc. 

Joseph C. Ford, president, the Celon Co. 

Walter A. Frautschi, vice president, Democrat Printing Co. 


T. R. Hefty, presicent Cast 
Louis Hirsig, chairman of the board, Wolff, Kulby & Hirsig Co. U.s 
H. C. Jamieson, vice president 

George H. Johnson, president, Gisholt Machine Co. Othe 
Clarence E. Karn, vice president Stoc 
Paul A. Kayser, president, Kayser Motors, Ine. Loa 
Bernhard Mautz, president, Mautz Paint & Varnish Co. Oth 
Grover C. Neff, president, Wisconsin Power & Light Co. Ban 


Alfred W. Peterson, vice president, University of Wisconsin 

Walter F. Renk, secretary-treasurer, Wm. F. Renk & Sons 

Oscar Rennebohm, president, Rennebohm Drug Stores, Inc. 

lienj. S. Reynolds, chairman of the board, Research Products Corp. 
John St. John, president, Madison Gas & Electric Co. 


























J. H. Stephan, vice president Cap 
H. L. Wittwer, secretary, Farmers Mutual Automobile Insurance Co. Sur 
Une 
The First National Bank of Madison—Analysis of certain resources and deposits Res 
[Thousands omitted] Res 
tthe reo palermo _ Dey 
Total cash } Tre 
and U.S a : 
x ms svar. | Percent to | Loans and | Percent to Total Total net 
Calendar year ! ee deposits | discounts | deposits deposits worth Oth 
securities 
dean laieientctd Ses penal aces _ i eee 
1930__._- $2. 307 | 30.5 $5, 298 | 70.0 $7, 569 $1, 637 
1940 ; 20. 990 | 75.6 | 5, 686 | 20. 5 27, 765 2, 433 
1941 78.5 6, 935 23.9 28, 980 2, 491 
1942 90.4 5, 153 13.6 37, 886 2, 560 vi 
1943 93.9 4, 550 9.8 46, 393 2, 626 Wi 
1944 : 95.6 | 4,477 | 7.8 57, 638 2, 751 Wn 
1945 61, 695 | 95.0 | 5, 498 | 8.5 64, 966 2, 946 Jol 
1946 | 61, 603 | 91.2 8, 556 | 12.7 67, 547 3, 188 
1947 5A, 538 | 83.8 12, 394 | 19.0 65, 062 3, 418 Jos 
1948 54, 325 | 81.9 | 14, 264 | 21.5 66, 303 3, 464 Ed 
1949 57, 768 | 83.6 | 13, 769 | 19.9 69, 126 3, 645 nr. 
1950 57, 560 | 79.6 | 17, 292 | 23.9 | 72, 357 3, 937 Kd: 
1951 a eal 58, 840 | 80. 4 16, 815 23.0 | 73, 221 4, 25: ut 
DOOR an cibsied es 59, 645 | 76.2 21, 020 | 26.9 78, 283 4, 500 Cal 
1953 ; iokeieanielgabdaeal 53, 384 72. 6 | 23, 432 | 31.9 | 73, 582 4, 798 Jot 
~ ——— - _— Pie 
1 1930-43, Dec. 31; 1944-53, Oct. 31. Ge 
Wi 
panncvones DEPOSITS MILLIONS LOANS & DISCOUNTS Ed 
25 Ro 
Ste 
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First WISCONSIN NATIONAL BANK OF MILWAUKEE, MILWAUKEE, WISs. 


Condensed report of condition as of Oct. 31, 1953 


RESOURCES 


Cash and due from banks___.-........._--.. $157, 238, 442. 45 
U. 8S. Government securities_.._.c--...-._._.... 231, 718, 264. 06 
Other bode andl securities... ........<cccnnciiieliiemaiiibnd 
Stock ta Federal Reserve bavk..........0.n sini ene 
te a sietbeebeiamnengitile 


t oo, = mencucw uses ancnlliiadhiastln ciittetnbaaduadid 
Bank Wile@ing and eguinpment..._.........ssnkei tae 2 


Teen. ..... a en ceninligilidia anima te eae 
LIABILITIES 

Cec cidatecctnprttoman eins SE $10, 000, 000. 00 
Surplus__ Sait nee tbsoatniteandirdesy tieapaiodisiae watan died, a a ae 
Undivided profits__- det) EUS GE ah aieiedan eds 4, 412, 548, 52 
Reserve for contingencies______-~- ialichdatdisrnslinia 6, O87, 344. 94 
Reserves for interest, taxes, expenses etc__._-- 7s hak’ 
ase hci ceerttenrincsrscenemepiieen $548, 029, 344. 67 
Treasury tax and loan account__-------~-- = ‘22, 9T1, 611. 41 
ao ci sacisteninsncieniccpeninticte manta inaaniadehale 

I as io ancien inde dala ditiia hihttacan ct dlncsih abcdaihstoan ete dlaiaaicieht 


OFFICERS 


William G. Brumder, chairman of the board 
Wm. Taylor, President 

John S. Owen, first vice president 

Joseph W. Simpson, Jr., first vice president 
Edwin Buchanan, vice president 

D. Wesley Correll, vice president 

Edward R. Droppers, vice president 

Carl M. Flora, vice president 

John L. Gruber, vice president 

Pierre N. Hauser, vice president 

George F. Kasten, vice president 

William J. Klumb, vice president 

Edwin R. Ormsby, vice president 

Robert A. Zentner, vice president 

Stanley E. Bennett, cashier 

Clarence H. Lichtfeidt, comptroller 
Richard W. Koehn, assistant comptroller 
Arthur R. Lemm, assistant comptroller 
Charles A. Rolcff, assistant comptroller 
Samuel E. Callahan, assistant vice president 
Donald A. Harper, assistant vice president 
Harrison W. Klockow, assistant vice president 
Lowell C. Klug, assistant vice president 
Joseph H. Koch, assistant vice president 
Austin 8. Lett, assistant vice president 
George E. Matzek, assistant vice president 
Frank T. Nicolai, assistant vice president 
Mark A. Rusch, assistant vice president 

L. J. Smotherman, assistant vice president 
John G. Topp, assistant vice president 
Edwin J. Wigdale, assistant vice president 
Agnes M. Anderson, assistant cashier 
Clarence 8S. Becker, assistant cashier 
Herbert F. Draeger, assistant cashier 


- $388, 956, 706. 51 


25, 574, 687. 11 
900, 000. OO 
183, 846, 485. 47 
3, 876, 161. 90 
3, 739, 439. 28 





40, 499, 893. 46 
2, 373, 868. 01 


561, 000, 956, OS 
3, 018, 762. 72 


606, 893, 480. 27 
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OFFICERS—continued 


Philip J. Dreis, assistant cashier 
Walter E. Engel, assistant cashier 
Roland W. Filter, assistant cashier 
Lawrence K. Houghton, assistant cashier 
Edward V. Kaiser, assistant cashier 
Sylvester M. Koller,» istant cashier 
Herbert E. Rahtien. « sistant cashier 
Roland R. Roehm, assistant cashier 
Roth 8S. Schleck, assistant cashier 

Weber L. Smith, Jr., assistant cashier 
Ludwig Striegl, assistant cashier 
Raymond F. Wille, assistant cashier 
John E. Bailey, chief auditor 
Hiller Beck, assistant auditor 
George W. Weger, assistant auditor 


DIRECTORS 





William G. Brumder, chairman of the board 

William Merrill Chester, president, T. A. Chapman Co, 

E. J. Dempsey, attorney at law 

Joseph F. Heil, president, the Heil Co. 

Walter V. Johnston, Robert A. Johnston Co. 

George F. Kasten, vice president 

George E. Long, chairman of the board, Koehring Co. 

Ernst Mahler, chairman of the board, International Cellucotton Products Co. 
director, Kimberly-Clark Corp. 

Robert E. Pabst, director, Pabts Brewing Co. 

Cyrus L. Philipp, president, Union Refrigerator Transit Co. 

William A. Roberts, president, Allis-Chalmers Manufacturing Co. 

Harold H. Seaman, industrialist 

Lawrence F. Seybold, executive vice president, Wisconsin Electric Power Co. 

Wm. Taylor, president 

Charles O. Thomas, president, Pal-O-Pak Insulation Co. 

Robert B. Trainer, attorney at law 

Erwin C. Uihlein, president, Jos. Schlitz Brewing Co. 

Joseph E. Uihlein, jr., president, the Glenogle Co. 

Robert A. Uihlein, banker 

Robert A. Uihlein, jr., vice president, Jos. Schlitz Brewing Co. 

William D. Vogel, real estate and investments 

Anthony von Wening, chairman of the finance committee, A. O. Smith Corp. 

Frederick W. Walker, retired 


’ 


First Wisconsin National Bank of Milwaukee—Analysis of certain resources and 
deposits 


[Thousands omitted] 


Total cash | } 
und U.S. ead 1 . 1 m 
Calendar year ! Govern- Perce at to | ens and | I ercen t to Potal Total net 
: nent deposits | discounts | deposits deposits worth 


| 
securities | 








1930 $47, 358 30.5 | $116, 308 75.0} $155,070 | ; 
1940 212, 705 83. 4 37, 204 14.6 | 255, 001 | bo 
1941 233, 616 82.8 51, 703 18.3 282, 044 5, 
1942 308, 786 90.7 47, 594 14.0 | 340, 324 | 7, 
1943 450, 930 95.1 41, 245 8.7 | 474,011 | ; 
1944 495, 638 95. 5 41, 435 8.0 | 518, 829 . 
1945 544, 329 97.0 38, 612 6.9 561, 064 | 23, 244 
1946 490, 193 93.3 59, 770 11.4 | 525, 150 | 24, 886 
1947 437, 561 86. 5 86, 148 17.0 | 505, 875 | 26, 194 
1948 527 83.8 93. 65 18.8 515, 188 27, 905 
1949 130 86. 5 87, 04 16.4 530, 564 | 28, 638 
1950 81.5 190, 457 20.9 524, 884 | 31, 340 
1951 434, 277 77 140, 865 25.2 559, 592 33, 369 
1952 226 75. 5 146, 447 25.7 569, 978 34, 302 
1953 57 69.3 183, 846 32.8 561, 000 34, 412 





11930-43, Dec. 31—1944-53, Oct. 31. 
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MILLIONS DEPOSITS MILLIONS LOANS & DISCOUNTS 





First NATIONAL BANK IN OSHKOSH, OSHKOSH, WIs. 


> 


Condensed report of condition as of Oct. 31, 1958 


RESOURCES 











Cash and due from banks................. _. $5, 004, 588. 13 
U. 8. Goveqwbent secertieeu. 64.2.2. eeecncns 19, 267, 145. 08 
—_—___—_—_—_— $24, 2711, 733. 212 

Other boride and securities... 2... nee ese-s oe aieiod sa caret ase 325, 329. 36 

Stock in Federal Reserve bank__---------~-- aid cin Seiiacapst coon aaieoen 45, 000. 00 

een BOONE oo on kk dnc nn cchbeendntupbcsantae . 6,816, 426.13 

ade o  scnisehaeeiaeilian Menace tes ttaciinhandasheowas 201, 801. 44 
i Bank Galles and equipment... ..~ 126452228 see=- sae 391, 724. 67 
| Ee ic data nice Dealhack ete ee ndopiamaaes 32, 052, 014. 81 
LIABILITIES 

CN ee 880k OI So eer meas mee $500, 000. 00 

OO a eteetrtnin te ee, OOO, GO 

pS |: ae eee ee ee 237, 152. 74 
| Reserve for contingencies_.__.................-. 187, 258. 16 
| —_—_—_—————__ 1, 924, 410. 90 
i Reserves for interest, taxes, expenses, etc__.._._..-.___--- au 216, 604. 25 
: Data becsd sana setintnensardinas ina lbahitatiihowiiahaanies $29, 381, 243. 61 

Treasury tax and loan account.__-_..---_--~-~_- 335, 651. 46 

—— —— 29, 716, 895. 07 

Other: TRI, cneranntnnnpenprotnioousionumndsnnnmaclpiathoot= 194, 104. 59 
dhe benndneaitddthen sn awocgigaerinnntenieeie $2, 052, 014, 81 
| 
' 
OFFICERS 


Leighton Hough, president Clyde W. March, assistant trust efficer 


E. R. Dickmann, vice president 

R. P. Boardman, vice president 

Harold A. Zweifel, vice president 

L. H. Dahlke, vice president 

Glenn Jorgensen, vice president and 
cashier 

Clarence Lambrecht, vice president and 
trust officer 

Henry A. Witte, comptroller 


34937—54—-pt. 3——__9 


Kathryn Weber, secretary 

E. H. Becker, assistant cashier 

J. E. Dougherty, assistant cashier 
Ralph W. Emerson, assistant cashier 
Harold J. Hansen, assistant cashier 
Marvin Juedes, assistant cashier 
Robert H. Koch, assistant cashier 
Arline Laedtke, assistant eashier 
William H. Stewart, assistant cashier 









Charles P. Bray, investment counselor 


Leighton Hough, president 


DIRECTORS 


Phil H. Sawyer, Jr., president, Sawyer Cattle Co. 
Erwin M. Spoo, president, Spoo & Son, Madison, Wis. 
Stanley E. Waite, secretary, Waite Carpet Co. 
Earl W. Wyman, president, Oshkosh B’Gosh, Inc. 
Harold A. Zweifel, vice president, South Side office 


(Thousands omitted] 
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R. P. Boardman, president, Wisconsin National Life Insurance Co. 


M. A. Carroll, Northwestern Mutual Life Insurance Co. 
E. J. Dempsey, Bouck, Hilton, Dempsey & Magnusen, attorneys 
Alenor Gibson, Jr., president, Gibson Co., Inc. 




















| ; | 
Total cash | | 
and U.S. | | 
le a ; ‘orn. | Percent to | Loans and | Percent to | 
Calendar year ! a deposits | discounts | deposits 
securities | 
1930 $1, 883 24.4| $4,975 64.4 
1940__. 7, 263 | 73.1 | 1, 448 14.6 
1941____- ‘ 4 ‘i 9, 584 87.2 1, 363 12.4 
SR ceenisline dmcie ates 12, 161 96. 2 | 963 7.6 
cerita : ake 16, 987 99.5 752 4.4 
a deksl nce an ents 19, 739 | 100. 9 683 3.5 
1945. i 23, 828 100. 9 { 3.2 
1946. aie oa 24, 207 7.3 1, 7.1 
DEED dbl vadasee con 23, 191 | 92.7 2, 10.9 
1948_.._-. ‘ nabeuadel 23, 502 | 89. 4 3, 14.5 
1949... __ aoe 4 ‘ 24, 825 91.5 3, 12.8 
etl ; 24, 512 88.1 4, 16.4 
1951__- 24, 145 | 85.9 5, 18.7 
DI sth nadernet 24, 964 | 84.0 | 6, : 21.1 
Beith deinkaiee . 24, 272 | 81.7 | 6, 816 22.9 
1 1930-43, Dec. 31; 1944-53, Oct. 31. 
aanieus DEPOSITS 
30 
2s 
20 
s 
0 
5 
° 
1930 1934 109 19a 1949 19s3 1930 1934 1939 


First National Bank in Oshkosh—Analysis of certain resources and deposits 


Total 
deposits 


7, 720 

9, 937 
10, 993 
12, 638 
17, 073 
19, 561 
23, 613 
24, 879 
25, 008 
26, 295 
27, 134 
27, 836 
28, 100 
29, 724 
29, 716 
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First WISCONSIN Trust Co., MILWAUKEE, WIs. 
Condensed report of condition as of Oct. 31, 1958 


RESOURCES 


United States Government bonds____..._..___-~~ wohl alasices 2, 375, 390. 63 

Ghar Demmens RecusheG iki oh edbbhdte bitintttien 98, 827. 62 

i cet: COI wm iain tan cite then tscsiteth iclblaen coherence cancers achiascashaicintainiee 21, 200. 00 

en I i hich bri cctiben itch init patinnthinieinictrindlamynsthdsiahitinirpaiiccbiitains atten 123, 159. 69 

Cant mabih Gine Caben Reh as ln eh lee 1, 179, 168. 39 
OR OOOO sais tics caitlin citer ttle aia dipettitindeetetiatncs tac 3, 797, 746. 33 

Cah SII, ciectee <innine einai eniiiitiiamnanincanaminmngiealinibnnnintin 1, 000, 000. 00 

Sa NG pe etre eer ee rrerm ee reremenamene aie memes ereren en .- 1,000, 000. 00 

TEE, AIEEE cinnsntevorerencertieberbiiinrwatemia tenn neeteatbininadiapeattbitinatiaen 404, 102. 65 

ee ee recrrentneteturttentcertbeqnntinntinbinitets atnhnnamnciikte 84, 542. 82 

a NER cttrctien tects ctiphanteaartbab apne gute bicntipshen cininineialllleas dell niaieninantrtnete 163. 00 

SpOGt GGT cirtein gee wemanraertnnemnmmmatpenneemnnnes 1, 308, 937. 86 
ES Te icone cachirenerhettinn wenn gmietmintbintiinngitentitsin tits 3, 797, 746. 33 

OFFICERS 

Jeorge B. Luhman, president Robert L. Burch, trust officer 

Phillip P. Nolte, vice president Harold G. Wines, trust officer 

James Ward Rector, vice president Catherine B. Cleary,’ trust officer 

John M. Nuzum, vice president Raymond W. Jones, trust officer 

Arthur H. Brunkow, secretary Robert N. Bell, assistant trust officer 

Elmer L. Finger, treasurer George H. Gillies, assistant secretary 

Oliver O. Barth, trust officer Roy T. Davis, assistant secretary 

Harry E. Bradley, trust officer Leon F. Reed, assistant secretary 

DIRECTORS 


William G. Brumder, chairman of the board, First Wisconsin National Bank 

William Merrill Chester, presideat, T. A, Chapman Co, 

BE. J. Dempsey, attorney at law 

Joseph F. Heil, president, the Heil Co. 

Walter V. Johnston, Robert A. Johnston Co. 

George F. Kasten, vice president, First Wisconsin National Bank 

George E. Long, chairman of the board, Koehring Co. 

George B. Luhman, president, First Wisconsin Trust Co. 

trnst Mahler, chairman of the board, International Cellucotton Products Co. ; 
director, Kimberly-Clark Corp. 

Phillip P. Nolte, vice president, First Wisconsin Trust Co. 

Cyrus L. Philipp, president, Union Refrigerator Transit Co. 

William A. Roberts, president, Allis-Chalmers Mfg. Co, 

Harold H. Seaman, industrialist 

Lawrence F. Seybold, executive vice president, Wisconsin Electric Power Co. 

Robert B. Trainer, attorney at law 

Erwin C, Uihlein, president, Jos. Schlitz Brewing Co. 

Joseph BE. Uihlein, Jr., president, the Glenogle Co. 

Robert A. Uihlein, banker 

Robert A. Uihlein, Jr., vice president, Jos. Schlitz Brewing Co. 

William D. Vogel, real estate and investments 

Anthony von Wening, chairman of the finance committee, A. O. Smith Corp. 

Frederick W. Walker, retired 


1 On leave of absence to serve as Assistant Treasurer of the United States. 
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First Wisconsin Trust Co. 
TRUST DEPARTMENTS 


Trust departments are operated by the First National Bank of Madison, First 
National Bank in Oshkosh, and the First Wisconsin Trust Co. of Milwaukee. 

The trust services consist of serving as executor of wills, trustee under wills, 
and guardian for minors and incompetents, also as trustee of trust agreements 
which are executed during the lifetime of persons who want to provide for a 
wife, children, or grandchildren. Agency accounts, with or without investment 
service, as well as safekeeping accounts for individuals and corporations, have 
been maintained in large volume. 

The trust departments also act as transfer agent, registrar of stock, disbursing 
agent and trustee of bond issues for industries, utilities, and other corporations, 
Such service is rendered to most of the best-known corporations in the State 
and many new appointments have been received during the past year. 

These departments in their personal trust departments, as executor, guardian 
and trustee under wills and individual trust agreements, together with agency 
accounts, with or without investment responsibility, service assets in excess of 
$185 million. They hold, as custodian for individuals and corporations, securi- 
ties of approximately $190 million. In its corporate trust department, the First 
Wisconsin Trust Co. acts as corporate trustee, stock transfer agent and registrar 
for securities totaling approximately $500 million. 

The most rapidly expanding service, during the past few years, has been in 
connection with profit-sharing and pension trusts. For individuals and corpora- 
tions, including colleges, hospitals, and other charitable institutions, the trust 
departments act as custodian and investment adviser in connection with endow- 
ment and capital funds, 

The First Wisconsin Trust Co.’s common trust fund offers smaller trust 
accounts diversification in selected securities which should give more stability to 
principal and greater income to the trust beneficiaries. 

The stockholders and customers are invited to take advantage of the knowl- 
edge and experience of our trust officers in helping you create satisfactory 


estate plans. 

The CuHarrman. You may proceed, Mr. Huntington. 

Mr. Huntrneton. Thank you, sir. 

Senator, before I proceed with the discussion we just commenced 
on the divestment section of the bill, section 6, may I go back to one 
question you asked me, so that there may not be any misunderstanding 
so far as the record is concerned ? 

The Cuamman. Surely. 

Mr. Huntineron. You asked me whether or not a bank holding 
company, if it owned a manufacturing business and a bank, whether 
it could prefer that manufacturing business by making intercompany 
loans, and I said that, so far as the Equity Corp. and the Morris Plan 
were concerned, that was strictly forbidden under the Investment 
Company Act of 1940, without a lengthy section 17 hearing and 
a proceeding before the Securities and Exchange Commission. But 
that with respect to unregulated bank holding companies, if there were 
such, it would be possible—within the restrictions of the banking acts 
of the States and the Federal Government—to have such a loan 
transaction. 

It was called to my attention during the recess, however, that all of 
these bank holding companies are either regulated as investment com- 
panies or as holding-company affiliates, and, under the law, the same 
prohibition applies to holding-company affiliates as applies to us—— 

The Cuamman. I thought we were going to get a record of the 


number of holding companies that come under that—well, we will have 
that later. 
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Mr. Huntineton. So, therefore, the prohibition applies to all the 
bank holding companies in one form or another; and that was a pure 
inadvertence on my part because I didn’t know these bank holding 
companies were all holding-company affiliates, with the exception of 
those like ourselves which are registered under the Investment Com- 
pany Act. 

Now to go back to the question of divestment, under section 6, you 
will remember that I had discussed before the lunch hour some of 
the features of section 6, namely, that diversification, while being for- 
bidden to some of us, was permitted to a few, and the banks were being 
permitted increased diversification by the various State laws, and 7 
call your attention to the laws of the State of New York in that respect. 
Actually, this bill, while it prohibits diversification with respect to 
some of us, and nevertheless permits unlimited indirect diversification, 
in section 6, subparagraph 6, bank holding companies are permitted 
to own an investment company, and, of course, in the same section 6, 
there is an exclusion which would permit mutual savings banks to own 
common stocks or investment companies or anything else they wished. 

Now, I would like to go on to my next point, which is that diversi- 
fication is a necessity if bank holding companies are to perform one 
of their principal functions. At least one of the principa! functions 
of our own company is to supply capital to underlying banks. It 
would be almost impossible, we have found in our own experience, for 
our small banks—and most of them are very small, our largest being 
something around 300, or around 291 in all of the banks of the country, 
as a matter of fact—it would be impossible for those banks to raise 
requisite capital on local markets. That capital has to be raised 
through some medium such as our Morris Plan Corp. and our Equity 
Corp. 

And I can assure you, sir, that it would have been impossible for 
us to raise the $13 million we have given these banks since 1944 had 
we not had a diversified portfolio. 

The Cuairman. You take new stock for that $13 million? 

Mr. Huntinetron. Some of that was in the form of stock purchased. 
Some of it was in the form of ¢: ipital, note financing, and some of it 
was in the form of retained earnings. I have taken our contributed 
share of that, but the total amounted to about $13 million. 

We have raised in the Morris Plan Corp. on the capital markets 
ourselves about $15 million or $16 million since I became the presi- 
dent in about 1945, but I will assure you that none of the investment 
banking houses which gave us that capital would have done so unless 
we had had a diversified portfolio. 

And I would like to call attention of the committee, too, to the fact 
that the principle of diversification runs through the entire American 
economy, and you, Senator, as a businessman know, as I do, that more 
and more industrial concerns, financial concerns of all kinds, insur- 
ance companies, institutions of that nature, are more and more invok- 
ing the principle of diversification. 

In that respect, just before I came down here, I happened to see 
an article in the New York Times, which is germane to the point. It 
was an announcement by the New York Shipbuilding Co. that they 
had just bought a controlling interest in Devoe & Reynolds Paint Co., 
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and they announced the reason they had done so was to increase their 
diversification. 

I have included in our schedule 2 a list of the holdings—— 

The Cuarmman. Do you think that is a good thing? 

Mr. Hunrineron. I certainly do, sir. 

The Cuarrman. Do you think it is a good thing for the country? 

Mr. Hontrinerton. I think it is a wonderful thing for the country. 

The Cuamman. A good thing for everybody concerned ? 

Mr. Huntineron. f think it is a good thing that General Motors 
builds not only motorcars, but washing machines, refrigerators, diesel 
engines, and other things; that General Electric and Westinghouse 
follow the same policy, Fate Carbide & Carbon, and almost any of 
the large companies you could mention—it is a factor of safety in our 
economy which should never 

The Cuarmman. I’m not as certain of it as you are. I am not too 
certain it is in the best interests of the economy as a whole and the 
future of the United States to have too much power lodged in 1 
corporation or 1 group. 

Mr. Hunrineron. Well, Senator, we and they have competition 
in the departments in which we are diversified. 

The CHatrman. I’m not too certain it is a good thing. 

Mr. Huntineron. On the financial side are the portfolios of the 
insurance companies, look at the portfolios of the nn investment 
trusts, which I have included in schedule 2, such as the Lehman Corp., 
Tri-Continental, and others. They are completely diversified as are 
the insurance companies, and that runs all through American business 
and American industry. 

The Cuarman. I know it does, and I know they are getting bigger, 
but I still want to make the remark and I want the record to show it, 
that I am not too certain it is in the best interests of the economy to 
permit too much bigness. 

Mr. Huntineron. The other point I want to make about diversifica- 
tion is this: That diversification was the basis for the Investment 
Company Act of 1940. If you remember, the Securities and Exchange 
Commission took several years in investigating investment company 
activities and their operations, and in cooperation with the members of 
the industry finally emerged with the Investment Company Act of 
1940, which was designed to permit the operation of pools of capital 
having diversified interests. It was determined by the Congress at 
that time, or otherwise they would not have adopted the legislation, 
that these investment media served some useful purpose in the com- 
munity. And diversification underlies the whole theory of the Invest- 
ment Company Act. 

As I said, we operate under that act, and we comply strictly with all 
the regulations of the Securities and Exchange Commission. It is a 
harsh act; it is a difficult act; but we have lived under it, and it has 
been logically and sensibly interpreted by the staff of the SEC, and we 
manage to exist, as do other investment companies, and do exist with 
reasonable profit. 

This brings me really to the matter which is germane to this whole 
question of divestment, because what the independents in their bill are 
proposing, and what has been proposed in all the other bills which 
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have preceded this one, is complete destruction. We are caught on the 
horns of a dilemma. We either have to sell or get rid of our bank 
stocks under the hammer, or get rid of other things. 

Now, in connection with our own operations, our bank investments 
are a minor portion of our total investments. They are long-term 
investments, growth investments, if you will. They are not as dynamic 
as some of our other investments, such as industrials 

The Cuarrman. You are talking about the Morris Plan Corp. ? 

Mr. Huntrneron. I am talking about our bank stocks. Therefore, 
if we were confronted with the necessity of liquidating under the 
hammer, which is what this bill requires, it might well be that we 
would have to decide to dispose of our banks and our bank stocks. 

Now, it is an interesting thing that the independent bankers have 
come here before this committee and have said that this isn’t punitive 
legislation, it isn’t destructive legislation, that bank holding companies 
will be under no compulsion to sell their banks, and if they sell their 
banks, there will be ready homes for them. I think you remember that 
testimony. But, I say to you that in our case, the decision might well 
be that as between the two sets of investments, we would have to retain 
those which were nonbank interests, and sell our bank interests. 

And, I am not sure that the Congress would want to force us—to 
compel us to liquidate our bank holdings. That is what we would 
be compelled to do. Bank stocks sell at anywhere from 20 to 40 per- 
cent below their asset value in the market—any bank stock I am talk- 
ing about. Very few would sell at par. That means that our 55,000 
stockholders in the Morris Plan Corp. in the Equity Corp., would take 
that loss. I don’t believe that conlacuial of that sort is necessary 

in any bill designed to plug any loophole which reasonably needs 
plugging. 

We have some 850,000 or more customers in our little banks—— 

The Cuamman. How big are your banks? You talk about your 
little banks. 

Mr. Hontineron. The largest one is about 90 million, total 
resources. 

The Cuarrman. What are your total deposits? 

Mr. Huntineron. About $409 million. 

The Cuarreman. Of all your banks? 

Mr. Hountineton. All our banks. 

The Cuarrman. What are your total outstanding loans? 

Mr. Hountrneton. About 222 million overall, including consumer 
credit, conventional loans 

The Cuareman. In all your banks? 

Mr. Huntrneton. Yes, sir, in the aggregate. 

We had an interesting experience within the last 2 years. We own 
a bank, which because of its location, because of the shift in popula- 
tion, which has occurred, because of the dispersion of industry, and 
perhaps because of the current yearning for suburban living, due to 
changing economic conditions, this bank is not serving the community 
which it originally served when it was organized some 35 or 40 years 
ago. 

We would like to dispose of this bank, if we could, and we have 
been trying for 3 years to find a buyer for that bank. We have had 
2 or 3 institutions which were interested, but after investigation, with 
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the realization that they could not operate that, institution as profit- 
ably under their own setup as we could operate it, they have backed 
away. 

Now, I say to these independent bankers who tell us that there will 
be no difficulty in finding a home for banks of that kind, we have tried 
to find a home for this bank, and we haven’t been able to find it. So, 
if they thrust this confiscatory measure on us, we will be in a situation 
where we are going to have to take a loss for our stockholders in 
these holdings. 

The Cuatrman. Do you think the bill as written would compel you 
to sell all or part of your banks? 

Mr, Hunrinoron. Yes, either that, or all our other investments. 
Because the bill says you can’t hold both banks and other things. It 
is acompletely unnecessary— 

The Cuatrman. Does banking comprise the small end of it? 

Mr. Hountrveron. Banking is the small end of our business; yes. 

The Cuarrman. Of course, you originally started in banking. 

Mr. Huntineton. And the less profitable. 

The Cramman. You originally started in the banking business. 

Mr. Huntineron. We did. But, I am not talking solely of the 
Morris Plan Corp. The Morris Plan Corp. has developed other in- 
terests, and I want Mr. Morris to go into that. 

But, I did want to call to your attention that destructive feature of 
this bill which I think is wholly unnecessary, and I am going to close 
now, and in doing so, I will make suggestions to you what I think 
the real problem is, and what I think the remedy ought to be. 

The Cuarrman. All right. 

Mr. Huntrineton. There is just one other thing on which I would 
like to make a few remarks: All through this bill, all through the 
testimony of the independents given before this committee, runs the 
idea that there is something about bank holding company operations 
which compels regulations, supervision. There seems to be a naive 
assumption on the part of the independents that there is something 
in their own operation in the way of integrity and efficiency which we 
don’t have in holding company operations. They haven’t produced 
anything, of course, other than the case of the Bankers Discount 
Corp., which we discussed this morning, to show that bank holding 
companies have ever done anything wrong. They have even gone out 
of their way to say we are doing a fine job. But, all through their 
testimony runs this innuendo, that the honesty and efficiency of inde- 
pendent bank management is something over and beyond anything 
which bank holding companies have. 

I just don’t think there is any validity in that assumption. The 
Morris Plan Corp. has been in business for 40 or 45 years, now, for 
almost 15 years we have been under the supervision of the Securities 
and Exchange Commission. Nobody has ever accused us of dis- 
honesty. Nobody has ever accused us of unfair dealing. Nobody 
has ever accused us of unconscionable transactions. We have had a 
few cases of embezzlements, but I can’t believe the independent bankers 
haven’t suffered from embezzlement, too. I have included here a list 
of the FDIC reports on bank embezzlements, which are about as wide- 
spread today as they ever were. 
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profit- [ think our record of efficiency is just about as good as that of any 

backed of the insured banks or commercial banks, just as good as that of the 
ndependents. 

re will I have compared the records here. The independents, of course, 

e tried don’t publish any figures of their earnings; we do, under the Invest- 


ae ment Company Act. But, I have given figures here showing the 
crowth of 5 of the banks with which are connected the 5 principal 
witnesses who have appeared here in support of bank holding com- 
pany legislation, and have compared their results to our results over 
. given ‘period of time, and I can only say about that, that I wish we 
had a competitive bank in one of the areas in which they are doing 
ments. business. 
It I have also furnished statistics showing the bank failures during 
the depression—something close to $4 billion lost by depositors in 
Federal Reserve members. The depositors in our banks didn’t lose 
33 yes, . dollar and all our banks were opened immediately after the holiday. 
| | cite that record because I think there is no basis for this implication 
that the management of independent banks is more efficient or more 


uation 
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el you 


rs 


»~ 


1eSs. honest than the management of our own banks. 

f the Now, I would like to summarize, and then I am through, our position 

er in- on this bill, and our recommendations, Senator, and I would like to 
ad from the last few pages of my statement, beginning with page 63. 

ure of lhe charges against bank holding companies have been variously 

» close stated but in essence consist of allegations that two evils result from 

think bi ank holding-company operations. 


First, the evil of monopoly resulting from uncontrollable and illegal 
expansion. In other words, it has been asserted that bank holding 


vould companies have extended their banking operations by methods not 
h the ontrollable under existing statute, and that the undue expansion which 
1s the has thus taken place has ‘resulted in bank credit monopoly. 

itions Second, the evil of mixed investments. Here the assertion is that 
naive bank holding-company investments are not now limited to those per- 
thing mitted banks, and that this freedom from investment restriction leads 
ch we naturally to the misuse of the deposits of underlying banks. 

luced The remedy proposed by the independents to cure these evils, of 
count which they have complaine d, consists in the following: 

Iding One, the characterization of the common ownership of several banks, 
e out as the equivalent of branch banking. 

their Two, the assignment of bank holding-company liability to corporate 
inde- stockholders and groups of individuals working in concert, while 
thing exempting other owners of bank stocks, such as mutual savings banks, 

unions, and their welfare funds, pension trusts and foundations. 

The They would also impose this liability on minority interests, thus 
', for placing on minority stockholders the responsibilities of dominant 
rities ownership. 

dis- To render this unfair test a nullity by giving the Federal Reserve 
body Board, as the administrative agency, the right to assign bank hold- 
lad a ing company liability on an arbitrary basis and without reference to 
ikers iny standard whatsoever, other than the Board’s own finding of “con- 
a list trolling influence.” 
vide- Further, to grant such broad discretion to the Federal Reserve 


Board without protection from the hazards of bureaucratic obstruc- 
tion of appeal procedure by providing for “provisional exemption.” 
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I mean that a company would have the right to appear before th: 
administration agency with a claim that it had not bank holding 
status, and pending an adjudication would be permitted to carry on 
free bank holding company liability. 

This provisional exemption feature has been written into the In- 
vestment Company Act, the Public Utility Holding Company Act, 
every similar act that has ever been adopted by the Congress, but has 
been omitted from this bill and every bill that has preceded it. 

The independents in their bill would also make bank holding com- 
pany status more burdensome by pyramiding liability and multiply- 
ing regulation. 

The bill would destroy normal property rights, including the right 
to subscribe for proportionate shares of new issue of stock or to receive 
stock dividends, or a pro rata share of assets on dissolution. 

It would establish the principle that Congress should restrict the 
flow of bank capital across State lines. 

It would bring about the compulsory liquidation of investments in 
implementation of an unproven theory that diversification is 
dangerous. 

It would make a mockery of the requirement of divestment through 
exclusions which would give unlimited direct diversification to a 
favored few and indirect diversification to all. 

It would provide for this type of confiscation without affording 
tax relief in those instances where bank holding company status is 
not desired. 

This bill omits in reference to tax relief in those cases where bank 
stocks have to be sold as a result of enforced liquidation. It provides 
for tax relief only where other interests are sold. 

It would interfere with State authority in presuming to alter prop 
erty rights, control the domestication of foreign corporations and 
regulate the affairs of State nonmember banks and intrastate bank 
holding company sy stems, of which I believe there are some. 

The Morris Plan Corp. has attacked the technical provisions of 
S. 1118. Much criticism, also, was made by witnesses who were sup- 
porting the philosophy that bank holding company law is desirable- 
and I refer to the witnesses who appear in behalf of Federal agencies. 

The Federal agency representatives, and a spokesman for the 
American Bankers Association, during the 1953 hearings, made a 
shambles of the legislative viewpoint of the independents, as ex 
pressed in their S. 1118. They objected to the following, among 
other things: 

First, the basic philosophy of the bill that bank holding companies 
have the characteristics of banks and that bank holding company 
operations are the equivalent of branch banking. 

Two, the principle that control can mean something less than the 
power to elect a majority of the board of directors. 

Three, the assignment of unlimited discretion to a Federal agency 
to determine bank holding company status, without reference to a 
definite measurable standard. 

Four, the unwarranted exemption of mutual saving banks and 
others, as I have already indicated. 

Five, the interference with property rights, such as stockholders’ 
rights. 
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x, the bill’s doctrine that bank capital should be raised only on 
local markets. 

And, seven, its failure to provide tax relief where compulsory liqui 
dation may result in the sale or distribution of bank stocks. 

We have added some technical objections, but on the whole our main 
objections have revolved around the allegations of uncontrollable ex- 
pansion, and divestment. 
~ We have pointed to the fact that the statistical data submitted dur 
ing the 1953 and previous hearings proved, conclusively, the very re 
verse of what was intended. We have demonstrated, using the Fed- 
eral Reserve Board's own figures, that bank holding company banks 
have decreased in number over the years, and that the net expansion 
which has taken place has been through branch bank establishments, 
which has always been completely controllable. 

As for monopoly, it was clearly evident, in the same statistics, doc 
tored as they were to include inappropriate data, that the aggregate of 
bank holding company resources would constitute but a small propor 
tion of total banking assets. We offered, in supplementation, specific 
data relating to the bank holdings of the Morris Plan Corp., em- 
phasizing the absurdity of the monopoly charge of which the inde- 
pendents have made so much. 

On the question of mixed investments, the independents have 
sought to prevent bank holding company diversification on two 
grounds, 

First, that bank holding companies are like banks and should be, 
therefore, similarly restricted in their investments. 

Second, the diversification leads naturally to unfair dealings. 

We will not repeat our detailed arguments against the position of 
the independents in favor of the principle of spreading investments. 
Suffice to say that the diversification such as I have indicated typifies 
American enterprise in its operations, as well as its portfolio planning. 

What really needs to be corrected ¢ 

One Federal representative has testified in response to a direct 
question that “the unrestricted ability of the holding company to ex- 
pand” is the principal hazard of bank holding company operations. 

Another representative stated the problem in this fashion: 

A bank holding company should be prevented from acquiring bank stocks or 
merging with another bank holding company, except with the prior approval 
of the administering agency. 

What is at issue, then, is the need for controlling the direct or in 
direct acquisition of the shares of banks. It is this small target at 
which the independents have fired their legislative broadside. The 
Morris Plan Corp. has, in past hearings, argued that the bank hold- 
ing company ables has been overstated, and has urged that a much 
simpler solution be found than some new, untried, involved, arbitrar y 
piece of legislation, such as that fostered by the independents. 

We have proposed, in substitution, the correction of existing weak- 
nesses through the amendment of law now in force. We are again 
outlining our suggestions as follow : 

I might say, Senator, that these suggestions, in substantially this 
form, have been made by us on occasion of the hearings in 1947 and 
also in 1950, but I would like to repeat them, since I believe that the 
only place in which bank holding company expansion can take place 
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is in the purchase of bank stocks, and because I believe, also, on the 
question of unconscionable dealing, that this can easily be regulated 
by the insertion in existing law of provisions similar to those which 
are embodied in section 17 of the Investment Company Act. If there 
in some fear that the present banking laws do not cover unconscionable 
dealing or overreaching, that, it seems to me, is a remedy. If there is 
some fear that expansion may go on through bank stock purchase, 
then, it seems to me, also, that is a simple matter of amendment. 

We would suggest that all necessary regulations can be obtained by 
amendment to the Federal Deposit Insurance Act which, by appro- 
priate addition to section 18 of that act, will render underlying bank 
insurance terminable: under section 8, in event control of any bank, 
direct control or that which would result from acquisition of contro] 
of another bank holding company, is acquired by a corporate stock- 
holder without Federal agency consent. With this, if desired, could 
go a requirement of registration with such agency. The threat of 
insurance termination will force compliance since no corporate in- 
vestor would, today, dare risk its funds in the stock of a bank whose 
insurance had been canceled. 

That isa simple approach to the question of expansion through bank 
stock purchase. 

On the subject of segregation, the Morris Plan Corp. feels strongly, 
that diversification is essential to bank holding company functioning. 
If, however, reasonable restrictions are, for reasons which certainly 
have not yet been shown, considered advisable, the simple solution 
would be to compel investment company registration in those cases 
where bank holding company investments exceed certain prescribed 
limitations. 

In other words, by a similar amendment of the Federal Reserve De- 
posit Insurance Act, they could be forced to register as investment 
companies under the Investment Company Act. 

Threat of further stringent regulations under the Investment Com- 
pany Act of 1940 would, it seems to us, be an effective deterrent to most 
"akaiee entities. 

We also suggest that if any amendments are to be made to law, that 
consideration be given to the insertion of a provision for provisional 
exemption—that is, temporary exemption, pending determination by 
the Federal agency of bank holding company liability, which as 
we have said, a’ pears as part of all other holding company legislation 
which has been adopted by the Congress. 

We also feel that reference should be made to the Administrative 
Procedure Act, and that that act should be specifically included in 
any amendment. 

We also feel very strongly that while any amendments are being 
adopted, the Congress should give consideration to the elimination of 
the reserve fund sections of revised statute section 5144, to which 
I referred this morning, and which are simply superimposed now on 
Federal Deposit Insurance Corporation. 

We feel, also, that the Federal Reserve Board should be amenable 
to a change in its regulation P which would not force compulsory 
- ederal Reserve membership on small banks in a holding company 

ystem which do not themselves care for Federal Reserve membership, 

alth ough it may be sought by other banks within the same system. 
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We wish to repeat our position, that we have found nothing in any 
of the testimony which ever has been presented over the years, which 
would indicate any necessity for bank holding company law. That 
is for new, involved untried legislation. 

The plain truth is, as we have repeatedly asserted, that the mali- 
cious campaign of the independents for “straitjacket” control of 
bank holding companies has been carried on by the independents for 
the purpose of cikamaiinn their own competitive position and not 
because there are public interests to be served. When these independ- 
ents lament over bank holding company monopoly, they are thinking 
in terms of protecting their own. When they assert that mixed in 
vestments are evil, they mean only that direct diversification should 
not be permitted corporate investors. 

Quite inconsistently, they permit in their own bill indirect diversi- 
fication for everybody and unrestricted diversification for the favored 
few. We can be sure, too, that the independents do not believe for 
a moment that the offices and principal stockholders of their own 
banks should be barred from the simultaneous ownership of unrelated 
local commercial ventures. This is a prerogative which, as every 
small-town American knows, the members of the banking fraternity 
have not hesitated to exercise. 

Neither the measure which the independents are now advocating 
nor the philosophical concepts around which it has been framed are 
worthy of the serious consideration of this committee. 

If the Congress wishes to embark upon a program designed to dic- 
tate the terms and conditions upon which, and the localities where, in- 
vestments in this country may be made, it would be far less dangerous 
to do this by the simple, direct, voluntary method we have suggested 
than by the adoption of any such punitive, cumbersome, and ‘untried 
new law as the independents are proposing. 

Whatever the ultimate decision of this committee and the Congress 
may be respecting the need for an expansion of bank holding company 
control, we urge the rejection of the philosophy of punishment and 
confiscation which asserts itself in every paragraph of the measure 
upon which the members of the Independent Bankers Associations 
are insisting. 

In all the long years of their attack against bank holding companies, 
these self- appointed champions of banking virtue have been unable 
to substantiate any of the allegations of wrogndoing which they 
have, so recklessly, directed at corporate bank stock owners. 

The Morris Plan Corp.—which is now subject to regulation of the 
everest kind—does not object to the imposition of reasonable ad- 
ditional controls if the Congress deems them requisitie. 

But, we do object being made the victim of the obsessions of an or- 
ganization of petty banking czars who continue to cry “Monopoly” 
in order to preserve inviolate the borders of the cozy little empires 
over which they now preside. 

Thank you, Senator. 

The Cuarrman. Thank you, sir. You have been very helpful and 
we appreciate it. 

(The prepared statement and accompanying documents of Mr. 
Huntington follow :) 
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PART I 


INTRODUCTION 


EXPLANATORY NOTES: 


1 References to 1947, 1950 and 1953 Hearings are to the records, for such years, of hearings of 
Senate Banking and Currency Committee on Bank Holding Company legislation; 

2“Brief” as used herein refers to this Statement of Ellery C. Huntington, Jr. in opposition to 
S.1118; 

3“Schedule One” refers to schedule of this number accompanying Statement of Ellery C. 
Huntington, Jr. 

4“Schedule Two” refers to schedule of this number, containing statistical and miscellaneous 
data, accompanying Statement of Ellery C. Huntington, Jr. 
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STATEMENT OF ELLERY C. HUNTINGTON, JR., BEFORE THE 
BANKING AND CURRENCY COMMITTEE, IN OPPOSITION 
TO BANK HOLDING COMPANY BILL (S.1118) 

MAY 15, 1954 


My name is Ellery C. Huntington, Jr., and I am President of The 
Morris Plan Corporation of America, which will be referred to through- 
out my statement as ““The Morris Plan Corporation.” 

As a representative of The Morris Plan Corporation, which is the owner 
of Bank stocks and has interests in other businesses which were, largely, 
established to supplement banking operations, I am opposing enactment of 
the above-mentioned Bills. The basis for the opposition of The Morris Plan 
Corporation will be set forth in this statement and in the statement of Mr. 
Arthur J. Morris, Chairman of the Board of Directors of The Morris Plan 
Corporation and founder of the “Morris Plan.” 

For many years new and drastic Bank Holding Company legisla- 
tion has been repeatedly proposed to this Committee. Never, during 
all this time, have we heard of any action on the part of legitimate 
Bank Holding Companies which would warrant the treatment which 
the sponsors of S.1118—the group of Bankers who present themselves as the 
“Independent Bankers Association”'—are proposing in this measure. 

We.-ask this Committee, when it is determining the necessity for new or 
additional legislation directed at Bank Holding Company Entities, to consider 
two things: First: The fact that the case presented by the proponents of the 
measures before the Committee has consisted of unsupported assertion—as 
has uniformly been true since 1947 when the “Independent Bankers Asso- 
ciation” initially appeared as a serious advocate of a new Bank Holding 
Company Law;;’ and Second: The vast amount of law now on the statute books 
which has been designed to protect banks and safeguard the interests of de- 
positors and stockholders and, in addition provides for the regulation of 


1 The Bank Directors’ Letter, Washington News Features, No. 205, March 1953 and Record of 
Senate Committee Hearings 1953, pages 57 and 131. 
2 See Schedule One (accompanying) Part I, Section B and the following: 
Independent Bankers Association advocacy: Record of Senate Committee Hearings 1950, page 
81; and 1953, page 131. 
Monopoly Charges: Record of Senate Committee Hearings 1947, page 70; 1950, pages 125, 
94 


127; 1953, 57-59, 94. 
Multiple Bank Ownership and Branch Banking: Record of Senate Committee Hearings 1947, 
pages 80, 83; 1950, pages 25, 39, 40 and 68; 1953, pages 15, 57, 93, 135, 136. 
Unrelated Activities: Record of Senate Committee Hearings 1947, page 84; 1950, pages 35, 36, 
129, 202-203; 1953, pages 16, 60, 86, 93, 135-136. 
Holding Company Depredations: Record of Senate Committee Hearings 1947, pages 87, 
90; 1950, pages 25, 77, 78; 1953, pages 51, 60, 77, 78, 81-82, 85, 103, 105, 135-136. 
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Holding Companies and their operations. This should include consideration 
of all the “Holding Company Affiliate” sections of the law and the effects of 
the provisions of the Jnvestment Company Act of 1940. 

And, in order that our position with respect to “Regulation” be clarified, 
we wish to remind this Committee of the fact that The Morris Plan Corpo- 
ration, and all personal and corporate affiliates, are now, and for 
many years have been strictly regulated under the Investment Com- 
pany Act of 1940, In this respect we are unique among Bank Holding Com- 
panies and are in a class apart from the unregulated Bank Stock Owners who 
seem so eager to destroy us—the so-called “Independent Bankers” who are 
advocating the adoption of $.1118. 

We wish to make a point of our regulation under the /nvestment Company 
Act of 1940 since none of the various sponsors of Bank Holding Company 
legislation has ever seen fit to mention this fact* although they have seldom 
failed to attack us and have not hesitated to make untrue and misleading 
statements about us.° 

The failure to include, in this Bill, any recognition of the regulated status 
of Bank Holding Companies which are supervised (as are The Morris Plan 
Corporation and its Affiliates) under the /nvestment Company Act of 1940 
is particularly worthy of note. It will be observed that, although the 
“Independent Bankers”’ are, in Section 6, demanding the liquidation 
of so-called “‘non-banking” investments, they permit, in that same 
section (paragraph (b) subsection (6) the ownership of an “investment 
company”’, intending, presumably, a company subject to regulation 
under the /nvestment Company Act of 1940. 

This means that, indirectly at least, a Bank Holding Company can own, 
or be engaged in, almost any business it desires. Yet the urge for destruc- 
tion was so strong in the draftsmen of S.1118 that they would not 
concede the direct right to hold diversified investments to bank hold- 
ing companies which themselves are subject to the provisions of the 
same /nvestment Company Act. This is a fair example of the discrimination 
and inconsistency with which this Measure is replete.‘ 


8 Schedule One, accompanying, Part Ill 

4 Record of Senate Committee Hearings.1947, page 177; 1950, pages 234, 245, 266-267. 

5 Schedule Two (accompanying) Part IV; Hearings 1947, pages 163, 166, 167 and 168; also 
pages 73-74, 163, 166, 167, 177 and 178; 1950, pages 38-39, 204, 246; 1953, page 59. 

6S.1118 is, also, flagrantly discriminatory in its exclusion of Mutual Savings Banks, Labor 
Unions and Welfare Funds (and other capital pools) from Bank Holding Company status (Section 3) 
and in the permission granted State Non-Member Banks (which own other banks and are, therefore, 
Bank Holding Companies), under Section 6 (b) (5), to hold investments without regard to the 
general restrictions of Section 6—an exemption drafted, presumably, to favor Mutual Savings Banks 
in event the total exclusion provided by Section 3 should fail of acceptance (Part III, following; and 
Schedule One (accompanying) Part 1). 
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We believe the legislation before this Committee, and the philosophy it 
embodies, are thoroughly vicious and destructive and we will give, in detail, 
our reasons for this point of view—following the outline indicated in the 
“Index” hereto. Also, so that we may not be accused of obstructionism, we 
will present, again—as we have in previous hearings—what we believe to be a 
reasonable and practical approach to the problem of Bank Holding Company 
legislation.’ 

We hope the Committee, in its consideration of S.1118, will not be misled 
by the sound and fury the “Independents” have generated in its behalf. 

Behind the pressure and the propaganda will be found bare- 
faced self interest. 


The “Independents” are impelled by an understandable desire for lasting 
sanctuary. They cling, quite naturally, to the snug sinecures they have hereto- 
fore enjoyed. Their aim is to preserve an undisputed power to dispense finan- 
cial favors in the communities in which they live. They are apprehensive of 
competition; and, most of all, they fear that of the hard-hitting institutions of 
Bank Holding Company systems. 

The whole protracted, intemperate attack of the “Independents” against 
corporate bank stock owners; every word they have uttered about us in public; 
the vicious, “class” legislation they have proposed; and their feverish, unre- 
lenting “lobbying” in its behalf, all these highlight the urge for “protected 
privilege” which underlies their campaign of hate.’ 


It will be oux undertaking to demonstrate the deception which 
surrounds the basic allegations of the “Independents”’ against bank 
holding companies. 

They have run to the Congress to compain of “monopoly”, when 
what they are really seeking is to preserve their own. They have prattled 
about the need of “free competition”, although their burning desire is to 
stifle it. They have expanded on the “evil” attending the “mixing” of invest- 
ments, if practiced by some of us, while permitting, to others, “diversifica- 
tion” without limit. 

Despite their bluster and bitter denunciation, the “Independents” have 
never made a case for Bank Holding Company law. The “dangers” they refer 
to do not exist. The “urgency” they conjure up is all their own. 


7 Hearings 1947, pages 77-78, 91-92; 1950, pages 208, 234, 240-244 and 252; and Part VII of this 
Brief, following. 

8 The “Independents” who have spent vast amounts of time and money in “lobbying” against us 
have failed to report their expenditures while representatives of The Morris Plan Corporation are 
fully registered and up to date in their reports despite legal opinion of exemption. 
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The Bill these gentlemen have submitted in furtherance of their designs 
is a legal monstrosity. The record which was made to support it is even worse. 
It is barren of fact, filled with opinion and bristles with doubtful statement 
and misconception. If it is proof of anything, it is only that the witnesses, 
who came to praise the weird Measure they are supporting, either had not read 
it or, having read, had failed to understand. 

§.1118 will bear careful scrutiny. It is not at all what the “‘Inde- 
pendents” have represented it to be but is, on the contrary, a devious 
—though nonetheless deliberate— attempt to serve special interests, 
destroy property rights, weaken the position of state banking depart- 
ments and vest in an already powerful agency (the Federal Reserve 
Board) arbitrary authority which it does not need and most certainly 
should not have. 
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PART II 


BASIS OF DEMANDS OF THE “INDEPENDENT BANKERS” 
FOR 
BANK HOLDING COMPANY LAW 


HISTORICAL BACKGROUND 


CURRENT ARGUMENTS 


TYPICAL SWEEPING, UNSUPPORTED ASSERTIONS 
OF PROPONENTS OF BANK HOLDING COMPANY 
LEGISLATION 
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First: Historical background: 

At one point the advocates of an extension of Federal Agency control over 
Banks and their stockholders used excessive competition as the excuse.' 

Then, in 1947, the complaint seemed to be that banking, rather than 
being too competitive had— because of the development of holding com- 
panies—become dangerously monopolistic.’ It was admitted that no 
small part of the monopoly complained of in 1947 was due to the rapid 
extension of branch banking—a result, of course, which could only have come 
about because the banking authorities, themselves, had permitted it.’ 

In the 1950 hearings “monopoly” was again stressed and more of 
a point was made of “‘mixed investments” than had been the case in 1947.‘ 

The only “monopoly” mentioned in 1950 was the Transamerica-Bank of 
America group against which a Federal Anti-Trust proceeding was then in 
the process of being heard by the Board. This proceeding has now been termi- 
nated by action of the Supreme Court upholding a decision of the Circuit 
Court of Appeals for the 3rd Circuit which, in turn, reversed a Board finding 
of “monopoly.”” 

The 1950 hearings produced nothing on the subject of “Mixed Invest- 
ments” from the sponsors of the Bank Holding Company Bill of that period 
except the unsupported opinions of witnesses (including witnesses furnished 
by the “Independent Bankers” who are responsible for $.1118) to the effect 
that Bank Holding Companies should own only Bank stocks—the inference 
being that the ownership of mixed investments would lead to fraudulent 
dealing. Not a shred of evidence was presented in 1950 (nor, for 
that matter, in 1947) to show that the ownership by bank holding 
companies of investments other than bank stocks has ever led to 
depredations or unfair practices against underlying banks, their 
depositors, their minority stockholders or the general public.’ 

Second: Current arguments: 

W hat the present contention of the “Independent Bankers” is with respect 
to the need for Bank Holding Company law is somewhat obscure. It would 
appear, however that “monopoly,” resulting from excessive and ille- 


1 Hearings on S.829 May and June, 1947, page 51; see also Federal Reserve Bulletin, March 1933, 
page 166. 

2 Hearings 1947, page 7' 

3 Id. pages 23-25 and 51 ad 52; see, also, Part IV, Article First, following; and Federal Reserve 
Bulletin, March 1933, page. 166. 

‘4 Hearings 1950, pages 35-36 and 202-20 

5 Transamerica Corp. v. Bd. of Gov. of ~ FRS (USCA 3) 206 F. (2d) 163; and 74 Sup. Ct. 
Rep. (11/30/53) 225. 

6 Hearings 1950, pages 35-36, 129, 202-203. 

Td. pages 25, 77-78; and Schedule One, Part I. 
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gal expansion, and the danger inherent in “‘mixed investments” are 
once again the charges around which a case for drastic legislation is 
being built. Currently, too, the “Independents” appear to be concerned with 
“out-of-State” Bank ownership—on the evident assumption that Bank capital 
should only be supplied by local investors.* 

Third: Typical sweeping, unsupported assertions 

of proponents of Bank Holding Company Legislation. 

The “Independents” who, (aided by the Federal Reserve Board) have, 
for years, been attacking corporate owners of bank stocks, have rested their 
case on unproven allegations of the most general character. They have talked 
about “monopoly”, “illegal, uncontrolled expansion” and the danger inherent 
in “mixed investments” without ever having offered one whit of substantiating 
evidence until 1953. 

Even in 1953 the “proof” of “undue expansion” which was submitted 
consisted in a thoroughly “doctored”, misleading presentation which, on 
analysis, indicates the exact opposite of what was intended.” 

The 1953 “proof” of “over-reaching”’, resulting from the simultaneous 
ownership of bank stocks and other things, was even more ridiculous than 
that dealing with expansion. The best that could be produced in support of 
the claim that “diversification is dangerous”’ was an instance of flagrant fraud 
involving a “Finance Company” which became a “Bank Holding Company” 
for the sole purpose of making its wrongdoing effective.” 

The charges made by the proponents of Bank Holding Company law 
have, in fact, been so incredibly sweeping, reckless and inappropriate that 
we have deemed it necessary to select certain of them for comment.” 

The following are typical of the assertions made in support of S.1118: 

(A) That “‘many” Bank Holding Companies, during the depres- 
sion years, “‘were saved by being permitted to borrow large sums of 
money from the Reconstruction Finance Corporation’’.” 

The Morris Plan Corporation cannot speak for other Bank Holding Com- 
panies. With respect to its own record, however, it would like to state that 
neither it, nor its predecessor, nor The Equity Corporation with which it is 
affiliated, have ever borrowed any moneys from a Federal Agency. 

Furthermore, no bank controlled by the Morris Plan Corpora- 


8 Hearings 1953, pages 57-59, 94; 15, 57, 93, 135-136; 16, 60, 86, 93, 135-136; 60, 77-78, 81-82, 


103, 105, 135-136; see also: Part III, following; and Part IV, Articles First and Second following; 
and Schedule One (accompanying) Part I. 


9 Hearings 1953, pages 44-47; Part IV, following. 

10 Part IV, Second, following; and Schedule One, Part I. 

11 Other statements will be found in Schedule One, Part I, Section B. 
12 Hearings 1953, page 60. 
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tion failed to open its doors after the bank holiday of 1933.” This 
seems to have been true, likewise, of the 20 Bank Holding Companies for 
which data (going back to 1933) were given at the 1950 Hearings and all of 
which were included in the 34 mentioned at the 1953 Hearings. This 20 year 
record is tangible evidence of the fact that bank holding companies 
have maintained their own financial integrity and that of their under- 
lying banks during this period and that they have not been guilty of 
illegal practices— otherwise they would have been put out of business by the 
Federal Agencies which had absolute dominion over them under the “Holding 
Company Affiliate” sections and other provisions of the law.’* Compare this 
record with that of the multitude of ‘“tindependent banks’”’ and Fed- 
eral Reserve Member Banks with their many billions of deposits, 
which were closed in 1933!!* 

The truth of the matter is that Bank Holding Companies have not been 
in the habit of running to the Public Treasury for assistance. On the contrary, 
Bank Holding Companies—The Morris Plan Corporation, among others— 
have, in times past been asked to come to the assistance of independent banks 
when they have been in trouble.” 

(B) That bank holding company expansion leads to “clever” 
stock manipulation and the “intimidation” of unit bank officers by 
the bank holding company since “‘no man dare defy the holding com- 
pany without the implied threat of retaliation through price of stock 
or loss of position.” 

This witness did not cite a single instance of “stock manipulation” or 
“intimidation.” 

Offers of Exchange, of Bank Holding Company shares for underlying 
Bank shares, are, as the witness ought to know, subject to registration under 
The Securities Act of 1933. Full disclosure is required and acceptance or 
rejection of any offer would be a matter of individual decision. Would the 
witness now replace that judgment of the individuals to whom such offers are 
addressed with bureaucratic determination? 

(C) That “the holding company mechanism...can...siphon off 


13 Other Bank Holding Companies have a similar record (Hearings 1953, page 150). 

14 Hearings 1950, pages 54-56; 1953, pages 44-47. 

The data submitted at the 1953 Hearings gives the impression that 14 new Bank Holding Com- 
panies were added between 1950 and 1953. This is certainly not true as to The Morris Plan Corpora- 
tion. This Corporation (or a predecessor) was in existence long before the Bank Holiday of 1933. 

18 Schedule Two, Part Il, accompanying. See Northwest Bank Stock Corporation Statistics 
(Hearings 1953, pages 149-150). 

16 Statement of Arthur J. Morris, accompanying; and Schedule Two, Part II; Also Northwest 
Bank Stock Corporation Statistics (1953 Hearings, page 198). 

17 Hearings 1953, page 81 
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the earnings of...subsidiary banks, so as to weaken the protection to 
the depositors and greatly endanger them in the event of some future 


deflation’’.” 


The gentleman who made this assertion should have known that depositors 
are protected by a Bank’s capital funds, that dividend payments are strictly 
regulated and that the earnings of banks belong to stockholders and are legally 
distributable to them.” 


(D) That the exchange of holding company stock for bank stock 
*“does not put a single dollar of additional protection behind the 
deposits...”’” 


Reference would not be made to this ridiculous statement but for the 
fact that it is typical of many of the arguments used by the “Independents” 
to show the need for legislation. 

Of course, the transfer of stock from one owner to another will not 
increase the assets of the corporate issuer of that stock—whether cash or prop- 
erty is the consideration for the transfer. 

(E) That bank holding company operations endanger “‘competi- 
tive credit”’.” 

This is, presumably, another attack on Bank Holding Company “size” 
which, as indicated above, has long been a standard “strawman” of the pro- 
ponents of Bank Holding Company law.” 

There is, also, contained in this allegation the inference that Bank Hold- 
ing Company Banks compete only against the small, independent institutions. 
This is certainly not true of the Banks owned by The Morris Plan Corporation. 
Practically all of these Banks are in important cities where the banking busi- 
ness is dominated by our country’s largest institutions.” 

The fact is that the attitude of the Supervisory Authorities, as reflected 
in their action, is that the banking business is too competitive.” In most juris- 
dictions it is very difficult, indeed, to obtain permission to open a new office. 
The invariable response is that there is, already, adequate banking service 
in the locality. This has been the experience of our small “Morris Plan” banks 
which, in addition, are eternally “squeezed” by big bank branch expansion.”° 


18 Hearings 1953, page 78. 

19 Schedule One, Part III. 

20 Hearings 1953, page 78. 

21 Hearings 1953, page 94. 

22 This Part Il, First, above and Part IV, First, following. 

23 Schedule Two (accompanying), Part I]. To same effect Northwest Bancorporation (Hearings 
1953, page 147). 

2% The Federal Reserve Board, long ago, complained that the banking business was excessively 
competitive (Hearings 1947, page 51; and Federal Reserve Bulletin, March 1933, page 166). 

25 Schedule Two (accompanying), Part I. 
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The propensity of the “Independents” for producing non- 
sequiturs from improvised allegations, is nowhere better illustrated 
than in their repeated assertions that bank holding companies are 
‘*monopolizing credit” and that the “control of credit will lead to 
socialism.” 


It has already been demonstrated, in the Federal Reserve Board’s own 


statistics, that Bank Holding Companies, in the aggregate, control too insig- 


nificant a portion of the banking resources of the country to be in a position 
to “monopolize” credit—even if all of them worked in concert to this end.” 
What has not been shown, however, and that, perhaps, is well worth mention- 
ing, is that authority over the instrumentalities of credit in the United States is 
centered in a Federal Agency to which, under this Bill, the “Independents” 
would assign increased power. This is something which the Congress, in fear 
of the nationalization of banking, has steadfastly refused to permit and 
presupposes a grant of authority to which the “Independents,” themselves, 
have expressed aversion.” 

This brief analysis indicates the fog of misconception and false 
premise in whch the proponents of §.1118 have been floundering. 

Where, in all the witnesses have said, can be found a factual presenta- 
tion of any kind? 

Where is there proof of unregulated expansion? 

Of monopoly? 

Of.any instance of wrongdoing resulting from the ownership, by a legiti- 
mate Bank Holding Company, of businesses or investments other than banks? 

Of any need for some involved, untried statute to supplement the statute 
to supplement the multitude of laws which now protect banks, their depositors 
and the general public? 


26 Schedule One, Part I, Section B. 

2? Hearings 1953, pages 44-46. 

28 Schedule I, Part 1, Section C; Hearings 1947, pages 49, 166 and 178; 1953, page 17; and 
Congressional Record, April 30, 1946, page A-2529. 
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PART III 


CRITICISM OF CERTAIN FEATURES OF S.1118 
CRITICISMS VOICED BY REPRESENTATIVES OF 
FEDERAL AGENCIES 
AND 
AMERICAN BANKERS ASSOCIATION 


SUPPLEMENTAL CRITICISM 
OF 
THE MORRIS PLAN CORPORATION 
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The “Independents” have made such an all out effort to convey the 
impression that their Bill is fair and inoffensive, that it seems appropziate to 
examine their claims in further detail. 

As an introduction to this discussion we present, again, the substance of 
some of the many self-serving declarations they have made about S.1118 and 
its purposes. They have insisted: 

That they do not wish to destroy Bank Holding Companies, but, only, to 
“freeze” the existing situation; that $.1118 is not “Spite legislation”, nor 
even “punitive”; and that it does not hurt Bank Holding Companies, since 
they would be only required to dispose of non-banking assets. Furthermore, 
if, by chance, Banks have to be sold, under the Bill’s compulsory liquidation 
section, it will be a simple matter to find acceptable purchasers for them. 

These were some of the claims made by the “Independents” during the 
1953 hearings' and they have carried over into the current year their campaign 
of deception and misrepresentation. Here is what they are saying in 1954: 

“The xxx bill (S.11 18) reduces discretionary authority to a minimum. It 
imposes “no death sentence” or blanket “freeze’’.’ xxx The coverage provided 
is not a “dragnet”’. xxx 

“The objectives of the xxx bill are to confine the activities of Bank Hold- 
ing Companies to Banks and to regulate their operations in the same manner 
that banks are regulated”’.’ 

Evidently, then, the “independents” still believe in 1954 or pre- 
tend to believe—the following: 

(1) That Bank Holding Companies have the characteristics and perform 
the functions of Banks; 

(2) That their Bill is not discriminatory (that it is not directed at a 
“class”’) in that it provides for reasonable “coverage” ; 

(3) That it imposes no “death sentence” and that it is, dherefore, not 
destructive of property rights; and 

(4) That it contains no broad assignment of arbitrary power. 

Let us now examine these preposterous claims in the light of some of the 
things which representatives of Federal Agencies and The American Bankers 
Association have had to say about the philosophical approach and the pro- 
visions of the Bill. 

First: Objections to $.1118 voiced by Representatives of Federal Agen- 
cies and The American Bankers Association. 

1 Schedule One, Part I, Sections A and B. 
2 Although in 1953 a witness for the “Independents” stated categorically, that: “This Bill will 
freeze them (the Bank Holding Companies) as is” (Hearings 1953, page 65). 


3 Mr. Harry J. Harding, President, Independent Bankers, Association of the 12th Federal Reserve 
District in the January 1954 issue of “The Independent Banker”. 
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(A) The bill is founded on the completely erroneous assump- 
tion that Bank Holding Companies and banks are similar types of 
corporate entities; that Bank Holding Company operations are the 
equivalent of branch banking; on the basis of such false hypotheses, 
that Bank Holding Companies should be regulated as banks.‘ 

These concepts were so thoroughly demolished by witnesses who have 
already been heard that there is little need for further elaborate discussion.” 
Suffice to say that Bank Holding Companies are “Investment Companies” 
whose portfolio of securities, in most cases, contain a preponderance of bank 
stocks.° 

The “investment company” characteristics of Bank Holding 
Companies were clearly recognized by the Congress, when it passed 
the “Investment Company Act of 1940.” In that Act, Bank Holding Com- 
panies are treated as “Investment Companies” but are given an exemption 
based on “Holding Company Affiliate” status.’ The “Holding Company 
Affiliate” sections of the law, in turn, by their very existence, evidence con- 
gressional understanding of the difference between Banks and their corporate 
stockholders.* 


(B) The bill seeks to burden minority stockholders with the 
duties and responsibilities of dominant ownership although the 
privileges of control may be lacking. 

This philosophy is so undemocratic and unfair that it has been attacked 
by practically all of the representatives of the Supervisory Agencies (and of 
the American Bankers Association) who have appeared before this Committee 
to speak in favor of Bank Holding Company legislation.’ 


Such an unrealistic, inequitable approach to ownership responsibility as 
is represented by Section 3 of S.1118 has never been adopted by Congress or 
any other American legislative body.” 

(C) The crime of assigning, to minority stockholders, respon- 
sibilities of controlling ownership is compounded by the sweeping 
inclusion of “individuals” and of most any person or group on whom or 
on which a Federal Bureau in its unrestricted discretion may wish to impose 


4 Section 2 of S.1118; and Hearings 1953, pages 17, 58-60, 77, 93, and 136, and Schedule One, 
accompanying Part I. 

5 Hearings 1953, pages 24, 49, 114 and 119; and Schedule One, Part I, accompanying. 

6 Schedule One, Part 1; Part 1, above; and Parts IV and V, following. 

7 Section 3 (c) (4) of the Investment Company Act of 1940; and Schedule One, Part III, 
accompanying. 

8 Banking Act of 1933, as amended; R.S. Section 5144 as amended; R. S. Section 5155; and Sched- 
ule One, Part III, accompanying 

9 Hearings 1953, pages 15, 20-21, 29, 38, 118 and Schedule One Accompanying Part I. 

10 Hearings 1953, page 29 sequitur; and Schedule One (accompanying) Part I and Part Ill. 
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liability.” 

While no proponent of Bank Holding Company legislation who testified 
at the 1953 Hearings actually mentioned this feature of S.1118, it is inter- 
esting to note that the Federal Reserve Board version of a “Definition Section” 
offered during the course of the hearings, was so drawn that individuals were 
clearly excluded. Certainly, this is criticism by implication.” 

The “Independent Bankers” do not seem to profit from experience. The 
bills they supported in 1947 and 1950 both represented sly attempts to catch 
“individuals” in the dragnet of Bank Holding Company law. The objections 
which were raised, on those occasions, should have convinced them of the 
futility of their undertaking.” 

No federal Agency should be given such arbitrary power as is contem- 
plated in Section 3 and no doubt should be left that “individuals” shall not, 
under any circumstance, be assigned Bank Holding Company status.”* 

(D) The bill fails to provide a “standard” against which to test 
Bank Holding Company status by reason of the broad discretion 
granted the administrative agency under subparagraph (2) of para- 
graph (a) of Section 3. 

Every measure the “Independent Bankers” have supported, from 1947 
to date, has assigned unlimited power to the Federal Reserve Board (or other 
supervisory body) to decree Bank Holding Company status at will without 
any relationship whatsoever to any percentage ownership which may have 
been set up as the alleged test.”® 

The Morris Plan Corporation has always objected to this broad 
grant of arbitrary power and, in the course of the 1953 hearings, 
even supporting witnesses added their objections to this unnecessary 
extension of bureaucratic authority.” 

(E) The bill gives special and unwarranted exemption to Mutual 
Savings Banks from Bank Holding Company status under Section 3 
and it fails to include other bank share owners such as unions, wel- 
fare funds, foundations and like capital pools. 

S.1118 follows the Bills of 1947 and 1950 in exempting Mutual Savings 
Banks although to date no proponent of Bank Holding Company legislation 
has offered any reason for singling out these institutions for such exceptional 


‘8 ee (2) of paragraph (a) of Section 3 of S.1118; and paragraph (c) of Section 3 
0. . le 

12 1953 Hearings, page 21. 

13 Schedule One (accompanying) Part I. 

14 Schedule One (accompanying) Part !. 

15 Hearings 1947, page 80 seq 1950, pages 238, 239, 247, 248. 

16 Schedule One, Part I. 
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treatment. On the contrary, federal agency representatives objected to 
this exclusion which is granted in Section 3 and is further imple- 
mented in subsection (5) of paragraph (b) of Section (6).” 

Almost as inexplicable as the exemption of Mutual Savings Banks 
is the probable exclusion, under the wording of the definition sec- 
tion, of unions, union welfare funds, and pension trusts and foun- 
dations. 

That the exclusion is intentional is evident from the fact that reference to 
these formidable pools of capital is studiously avoided.'”* 

It is well known that powerful labor organizations and their welfare 
funds control banks and insurance companies and, at the same time, hold 
enormous investments in a variety of other enterprises. These vast capital 
pools—as well as Pension Trusts and Foundations—enjoy special tax privileges 
and other immunities which are denied the rest of us.'”° 

Is there any reason—other than a purely political one—why these 
entities should be excluded from this Bill? It would have been a simple 
matter to include them by specific reference. 

(F) The bill is thoroughly illogical and inconsistent in forbid- 
ding non-bank investments and then, in the same section (Section 6), 
extending permission to own “Investment Companies” (and thus 
“mixed investments” ). 

Agency witnesses objected to the special exemption granted certain Bank 
Holding Companies under paragraph (b), subsections (5) and (6) of Section 
6, of S.1118 just as they objected to Savings Bank exclusion under Section 3.” 

To permit the ownership of “Investment Companies” is tantamount to 
granting Bank Holding Companies authority to engage in almost any business 
imaginable and there is certainly no justification for the favoritism shown 
State Non-Member Banks (meaning, in reality, Mutual Savings Banks) under 
Section (6) (6) (5). 

The Morris Plan Corporation believes that diversified investment must 
be permitted Bank Holding Companies. Apparently the “Independent Bank- 
ers” also believe in this. Why, however, does diversification have to be 
brought about in the devious fashion contemplated in Section 6? 
Why, in any event, if Investment Company Act regulation is to be the 


17 Hearings 1953, pages 43 and 48; Part IV, Article Third (C) and (D); and Part V, following ; 
and Schedule One (accompanying) Part 1. 

17a The Federal Reserve Board evidently considers the inclusion of these entities as politically 
dangerous since they are not specifically included in the Boards Bill—Hearings 1953, pages 20-23. 

17b Schedule One, Part I, Section 3, discussion ; and Schedule Two, Part V. 

18 Hearings 1953, pages 42, 43 and 121. 
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test should direct diversification be denied those entities which, like 
The Morris Plan Corporation and its affiliates, are now operating 
under this very act?” 

(G) The bill attempts to interfere with State Authority under 
Section 5, which would presume to alter State Laws dealing with 
property rights and the domestication of foreign corporations. 

This section of the Bill was strenuously attacked by the Federal Agency 
representatives who appeared at the 1953 Hearings.” 

Paragraph (d) of Section 5 represents another effort on the part of the 
“Independents” to treat Bank Holding Company operations as the equivalent 
of “branch banking in its prohibitions against bank stock or bank asset pur- 
chases across State line and against any such purchases, even within a State, 
except in conformity with the laws governing branches of banks in such State”’. 

Here are provisions which ought to give pause to any who still 
believe that the powers of the States should be preserved! ! 

Under this segment of Section 5, the owners of bank shares, who were 
unfortunate enough to be classified as Bank Holding Companies, could not 
exercise preemptive rights, receive stock dividends, liquidate any underlying 
Bank and receive its assets, or bring about the consolidation of owned Banks 
without Federal Agency consent. 

All of this would be true even though the banks concerned were 
all State Non-Member Banks and even though State authorities had 
consented to the transactions.” 

Through this clause, in other words, the Federal Reserve Board could 
not only block State approved corporate transactions of Non-Member Banks, 
it could, also, by refusing to permit Bank Holding Companies to exercise 
their rights as stockholders, bring about an actual transfer of underlying Bank 
control with the attendant destruction in value which this would involve.?" 

Section 5 was more than even federal Agency representatives 
could bear. They recommended the elimination of paragraphs (c) and (d) 
and asked that paragraph (a) be modified. This, in effect, leaves nothing of 
this ill-conceived attack on State authority since the matters referred to in 
paragraph (b) are fully covered by existing law.” 

(H) The Bill expounds the doctrine, expressed in Section 5, that 


19 Part IV, Article Third, following; and Schedule One, Part I, Section 6 discussion. 

20 Schedule One, accompanying Part 1; and Hearings 1953, pages 16, 39, 41, 49 and 122. 

21 Schedule One (accompanying) Part I, Sections A and C; Schedule One, Part tl1; and 1953 
Hearings, page 50. 

21a The Federal Reserve Board proposes the same confiscation of property rights in its Bill— 
Hearings 1953, pages 20-23. 

21b Hearings 1953, page 50. 
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bank capital should be raised only on local markets. 

Banks in a Bank Holding Company system, situated outside the State 
in which might be located the principal office of the owning corporation, would 
be cut off from their primary source of capital. For this Bill attempts to make 
bank capital markets purely intra-state affairs by restricting inter-state invest- 
ments. If any such philosophy were adopted by the Congress our 
American system of new capital formation would be put in jeopardy. 

The whole approach is fantastic, in any event, and was so described by 
witnesses who appeared in support of legislation.” Certainly, such a restric- 
tion is a weird anomaly in a measure which must depend for its legality on 
a further extension of the power of the Central Government to interfere in 


State affairs by reference to the “Commerce Clause” of the Federal Consti- 
tution.” 


(I) The Bill omits any provision for tax relief in those cases 
where, in compliance with §.1118, Bank Holding Companies may 
not wish to retain their investments in bank shares, 


The devastating effects of the requirements of Section 6 of this Bill—that 
banking and non-banking interests be separated—will be discussed, in detail 
elsewhere.” 


This much should be added here, however, to all else we may have to 
say on the subject of “divestment.” 


The “Independent Bankers” are not satisfied simply to promote a con- 
fiscatory program. They are bent on making it completely destructive by 
denying Bank Holding Company victims any latitude whatsoever with respect 
to the wholesale liquidation which would follow the enactment of this Bill. 
For Section 11 of S.1118 gives tax relief only in those cases where 
Bank Holding Company status is maintained. In other words no con- 
sideration has been given, in this measure, to those cases where good business 
judgment would dictate the liquidation of bank investments rather than other 
things by way of meeting the harsh requirements of Section 6. 

While some of the inadequacies of Section 11 were touched upon in the 
1953 Hearings, the “Independent Bankers” have made such a point of the 
fact that theirs is a benign measure, that it is important to re-emphasize its 
harsh, undemocratic features as evidenced by the impact of Section 11 on 
actions taken under Section 6.” 


22 Schedule One (accompanying) Part | ; and Hearings 1953, pages 16, 39, 41, 49 and 122. 
23 Schedule One (accompanying) Part |. 

24 Parts IV and V, following; and Schedule One, accompanying, Part 1. 

25 Hearings 1953, pages 124 and 125; and Schedule One, Part I. 
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It may be that the “Independent Bankers” really believe what their 
representatives have said: That this is not “punitive legislation,” that Bank 
Holding Companies will be under “no compulsion to sell their Banks”; and 
that, in any event, “homes will be found for them.”” 

These statements show that those who are pressing for the pas- 
sage of this Bill do not understand the import of its language or have 
an utter disregard of its impact on the investing public. 

In the case of the Equity Corporation and the Morris Plan Corporation— 
and in the interest of some 52,465 stockholders—the relative value of their 
bank investments and the return they yield as opposed to the value of and 
return on other investments would, perhaps, not justify the retention of the 
former. It is reasonable to assume, therefore, that in the case of these corporate 
investors, at least, it would be the Banks which would be placed on the auction 
block.” 

And perhaps it would be fair to ask, at this point, whether such a result 
would be desirable. 

Do our banking authorities really believe that the Morris Plan 
record warrants a preemptory command from the Congress to wind 
up its banks? 

The banks owned by the Morris Plan Corporation are currently servicing 
some 850,000 accounts.” Would the precipitate liquidation of these institu- 
tions be to the interest of the several hundred thousand people who are being 
served by them and whose facilities they, quite evidently, prefer to those of 
their competitors? These questions are asked for the reason that only through 
statutory liquidation might anything like full asset value be obtained. 

And what of the contention of the “Independents” that if banks 
must be sold, in compliance with the provisions of this Bill, “buyers 
can be found’’.*** Our Morris Plan Corporation experience does not indicate 
that this is so. For more than three years we have been discussing with various 
groups the sale of one of our Banks. This Bank is located in a large city and has 
a good record of earnings but special considerations have made its sale seem 
advisable. The stock of this Bank—as is true of the stocks of many banks—has, 
and for many years has had, a quoted market well below any realistic appraisal 
of its worth based on sound values and exceptional earning power. Our search, 
therefore, has not been for buyers of the stock of this institution but for another 
Bank from which, on a purchase of assets, a satisfactory price might be ob- 


26 Hearings 1953, pages 64, 66, 73, 85-86 and 136; and Schedule One, Part I, Section A. 
27 Schedule One, accompanying, Part I ; and Schedule Two, Part I. 

28 Schedule Two, Part I. 

28a Hearings 1953, page 64. 
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tained. Yet, after all these years, and countless discussions with numerous 
potential customers, we have found only one possible source of interest and 
from this, during two years of conversation, we have failed to receive a pro- 
posal of any kind. 

The question, posed above, is a pertinent one since, if $.1118 becomes 
law, The Morris Plan Corporation may have no other recourse than to sell 
stock due to the fact that consolidations and asset sales (involving State Non- 
Member Banks such as ours) would be subject to Federal Agency consent and 
not based on management judgment as is the case today. (Section 5 of S.1118). 

The proponents of this measure are not, alone, asking for enforced liqui- 
dation. They are trying to ensure that it shall be effected under conditions 
which will give minimum discretion to management and maximum loss to the 
investing public. 

Second: Supplemental criticism of the Morris Plan Corporation. 

While S.1118 seems to have been thoroughly decimated by the Federal 
Agency and American Bankers Association representatives who appeared last 
summer to discuss it, the Bill has other obnoxious features which, The Morris 
Plan Corporation believes, should be called to the attention of the Committee: 

(A) It would, without reason, render certain Bank Holding Com- 
pany groups subject to pyramided liability and multiple regulation. 

The “Independent Bankers,” who are completely “unregulated,” are not 
hesitating to suggest “multiple regulation” for some of us who, for many 
years have been subjected to control of the strictest type.” 

The Morris Plan Corporation and its Affiliates (including The Equity 
Corporation) are now subject to supervision by the Securities and Exchange 
Commission under the Investment Company Act of 1940. Would the Congress 
now impose on us more Holding Company supervision and by another 
Agency? Is the Securities and Exchange Commission so inefficient 
and its record of regulation so bad that an additional Federal Agency 
must now be brought in to lend administrative assistance? 


The same question might be asked with respect to the imposition of addi- 
tional regulation on that which exists under the “Holding Company Affiliate” 
sections of the law. For it is the intent of this Bill to require companies which 
hold “Voting Permits” and are subject to the supervision of the Federal Re- 
serve Board, as “Holding Company Affliates,” to comply with the provisions 
of this measure as well. And the Federal Reserve Board, with typical bureau- 


29 Schedule One, Part I, accompanying; Introduction, Part I, above, and Part IV, and Part V 
following. 
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cratic desire for ever greater power, has indicated that it wishes this multiple 
regulation to be made effective.” 

In addition to providing for an unfair and costly duplication of 
regulation, S.1118 also imposes pyramided liability on corporate 
stockholders of Bank Holding Companies. This would be true, under the 
Bill, even though these corporate stockholders did not, directly or through 
non-Bank Holding Company Affiliates, own a single share of any Bank. Thus 
The Equity Corporation which is a Registered Investment Company and which 
does not, itself, control any Bank, would be a Bank Holding Company under 
this measure and would be compelled to register in addition, as a Bank Holding 
Company even though its controlled Affiliate, The Morris Plan Corporation 
was so registered.” 

(B) It would impose Bank Holding Company liability on this 
unfair and authoritarian basis without permitting the “provisional 
exemption” which has been a feature of other Federal “Holding 
Company”’ legislation.” 

Section 2, paragraph 7 of the Public Utility Holding Company Act reads: 

“The filing of an application hereunder in good faith by a company other 
than a registered holding company shall exempt the applicant from any obli- 
gation, duty, or liability imposed in this title upon the applicant as a holding 
company until the Commission has acted upon such application, within a 
reasonable time after the receipt of any application hereunder, the Commis- 
sion shall enter an order granting, or, after notice and opportunity for hear- 
ing, denying or otherwise disposing of such application.” 

Section 3 (b) (2) of the Investment Company Act of 1940 reads: 

*... The filing of an application under this paragraph by an issuer other 
than a registered investment company shall exempt the applicant for a period 
of sixty days from all provisions of this title applicable to investment com- 
panies as such. For cause shown, the Commission by order may extend such 
period of exemption for an additional period or periods . . . ” 

In a definition section such as is proposed in S.1118 where an attempt is 
being made to tag every possible owner of a share of bank stock as a “Bank 
Holding Company” it is highly important to provide for “provisional 
exemption,” if for no other reason than to avoid endless litigation. 
This is especially true of a Bill of this character which brazenly attempts to 


30 Hearings 1953, page 17. 

31 The Federal Reserve Board in its Bill, follows the lead of the pce seer sel in imposing 
pyramided liability and multiple regulation: Hearings, 1953, pages 20-23. 

32 And the Federal Reserve Board Bill does the same thing—See Note (31) above. 








418 BANK HOLDING LEGISLATION 


override State law and raises a serious constitutional issue by asserting author- 
ity over Bank Holding Companies which do not operate beyond the confines 
of a single State. 

This same omission was made in the Bank Holding Company Bills which 
the “Independent Bankers” supported in 1947 and 1950 and on those occa- 
sions The Morris Plan Corporation protested the failure to include this cus- 
tomary exemption just as we are here protesting.” 

(C) It impinges on State authority in its inclusion of Bank Hold- 
ing Companies owning only State banks; and gives rise to a serious 
constitutional question in that it attempts to place, under the juris- 
diction of a Federal Agency, Bank Holding Companies and their 
underlying State banks whose offices and operations are all within 
the confines of a single State.” 

The Morris Plan Corporation believes that there is at least one Bank 
Holding Company group which operates exclusively within one State. Whether 
or not this is the fact, however, is immaterial for it is certainly true that the 
language of the Bill is broad enough to include such a group. Certainly, if 


there is an adequate exclusion no advocate of the Bill has referred to it in his 
testimony. 

It follows, therefore, that §.1118, by the very generality of its 
“Definition Section” (Section 3), and through its interference with 
local laws and vested rights under Sections 5 and 6, stands exposed 


to attack on constitutional grounds and to the charge that it is an- 
other device designed to end our dual banking system. 


33 Hearings 1947, page 178; 1950, page 246; and Schedule One, Part I. 
34 As does the Federal Reserve Board Bill: Hearings 1953, pages 20-23. 
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PART IV 


ANALYSIS OF PROPONENTS’ ALLEGATIONS OF 
BANK HOLDING COMPANY EVILS 


“UNCONTROLLABLE” EXPANSION AND 
BANKING “MONOPOLY” 


MIXED INVESTMENTS AND UNFAIR DEALING 
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The “Independents” have been careering about the country talking to 
each other in convention, buttonholing officers of banking associations, politi- 
cal officials, news reporters and anyone else who would pause to listen to 
their campaign of villification against Bank Holding Companies. They have 
asserted all manner of things about us and their allegations have been so 
varied and so reckless that it is not easy to determine which they, themselves, 
consider important. On volume, however, the principal Bank Holding Com- 
pany “evils” which they have been proclaiming seem to be those of “monop- 
oly and unregulated expansions” and the ownership of “mixed investments.” 

First: “Uncontrollable” expansion and banking “monopoly.” 


The witnesses who appeared in behalf of the 1953 version of Bank Hold- 
ing Company legislation made a series of sweeping pronouncements to the 
effect that the “illegal” operations of Bank Holding Companies were lead- 
ing to the stifling of competition and the destruction of the “independent” 
Banks of the country.’ As has been true in past years’ not a scintilla of evi- 
dence was presented in support of these assertions nor a single instance cited 
in which any Bank Holding Company had succeeded in becoming a “banking 
monopoly” in any section of the United States.’ 

The only effort made by the proponents of this legislation to deal, fac- 
tually, with their allegations of “illegal and excessive expansion” was the 
submission, by the Federal Reserve Board, of an exhibit directed at the rela- 
tive size of Bank Holding Companies as at December 31, 1952.* Whether 
this exhibit was intended as an attack on Bank Holding Company “size”’ is 
not clear. 

“Size” has always been one of the pet obsessions of the “Independents.” 
Much was made of it in the arguments advanced by the sponsors of the 1947 
Measure’® and it was stressed, again, in 1950.° In these years Transamerica 
Corporation was the target—and on both occasions The Bank of America 
was included as one of Transamerica’s “controlled” banks even 
though, by 1950, the amount of voting stock of Bank of America 
owned by Transamerica was only 14.1“ of the total and, even though, 
also, at the January 10, 1950 Annual Meeting of Stockholders of Bank of 


1 Hearings 1953, pages 57, 94 and 135-136. 

2 Parts I and Il ; above 

3 Parts I and II, above; and Schedule One, Part I, Section A. 

4 Hearings 1953, pages 44-47 

The exhibit includes Bankers Discount Corporation, which, if it ever was a Bank Holding Com- 
pany, did not acquire this status until 1953. 

This flagrant misuse of statistical data was compounded by the inclusion of Bank of America 
among Transamerica’s holdings (see note (4) (7), following). 

5 Hearings 1947, pages 22-25 

6 Hearings 1950, pages 37-38 and 225-226 
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America, where 7,108,579 shares out of 10,238,052 were voted, Transamer- 
ica owned and voted only 1,136,771 or about 16% of the actual votes cast.’ 

If the exhibit submitted in connection wtih the current (1953) Hearings 
is designed to indicate that Bank Holding Companies, collectively, are now 
occupying a menacing dominant position in the banking world, it fails, dis- 
mally, in its purpose.’ Even on the basis of the unwarranted inclusion, 
in the 1952 figures, of Bank of America as one of Transamerica’s 
‘“controlled”’ banks, the ratios of “offices of group banks to all com- 
mercial banks in the same state” or “in the United States” are ridic- 
ulously small. If Bank of America is excluded—as it properly must be— 
the percentages are infinitesimal. The ratio of offices of group Banks to the 
offices of all commercial Banks in the United States was only 4.83% as at 
the end of 1952. 

The foregoing statistics, however, do not tell the whole story. The 
pertinent question is: “How has bank expansion actually taken 
place?”’ The question has been answered in Schedule Two, Part II, pre- 
sented herewith.” Summarized, the data set forth in Schedule Two shows: 

(1) Total Banks owned by Bank Holding Companies decreased 
from 395 as at December 31, 1933 to 309 as at December 31, 1948. 
There were, thus, 86 less of these banks in existence at the beginning 
of 1949 than there were 15 years earlier. This was a decrease of about 
22%. In the same period, on the other hand, branches increased from 
606 to 922—a total of 316 branches and an increase of more than 52%. 
Every bit of the bank holding company growth which took 
place in these years, therefore, was expansion to which super- 
visory authority consent was a prerequisite.” 

(2) During the same period the changes in the number of banking 
offices for all Banks in the country were as follows: 

Total Banks decreased from 14,555 to 14,221—a decrease of 234 
or about 1.6%. Branch increases are not shown for this period but 
from the end of 1935 through 1948 they increased from 3,248 to 4,431. 
This was a total of 1,183 branches or an increase of 3643%." It is evi- 


7 Hearings 1950, pages 182-184 and 325 

It is, of course, a matter of common knowledge that Transamerica does not own a single share 
of stock of Bank of America and that there are no interlocking directors, These facts render the Federal 
Reserve Board exhibit decidedly incongruous if not actually misleading (see Transamerica Annual 
Report 1952, and Hearings 1950, pages 182-184 and 325). 

8 Hearings 1953, pages 44-47 

9 See, also: Part Vil following 

10 Schedule One, Part Ill; and Hearings 1950; and 1953, page 50. 

11 See Annual Reports of Federal Deposit Insurance Corporation for years in question—Table 102 
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dent, therefore, that the overall trend—like the Bank Holding Company 
trend, after the “Bank Holiday,” has been toward the elimination of 
Banks and an increase in branches. The expansion which took place, 
therefore, occurred only because federal and state authorities 
permitted it to occur as it was entirely within their power to 
prevent it.” 
(3) From 1948 through 1952 the total number of Banks owned 
by Bank Holding Companies (covered in the Federal Reserve statistics 
submitted at the 1950 Hearings on pages 54-46, excluding Transamerica 
in each case) decreased from 388 to 348 and in the same period 
branches increased from 177 to 431. Therefore, the trend indicated 
during the period 1933 through 1948 was continued through 
1952. All the expansion of these bank holding companies took 
the form of the establishment of new branches. This entire 
expansion, then, could have been controlled by the authorities 
had they deemed it undesirable.” 
(4) During the period (1948 through 1952) all commercial Banks 
increased total offices from 18,450 to 19,320 or a total of 870 offices. 
Since branches increased from 4,279 to 5,274 or a total of 995 there 
was a net decrease in banks. All of this expansion, therefore, like 
that of the bank holding companies, took the form of con- 
trollable branch establishment." 
In Summary: From 1933 through 1952 Banks owned by Bank 
Holding Companies decreased by 89 or 22% while branches increased 
by 470 or 77%. For all commercial Banks the decrease in number of 
Banks was 404 or 2.8% and branch increases were 2,678 or 96%. 
The record which was inserted by The Federal Reserve Board 
in 1953, to indicate bank holding company “size” and “growth,” 
thus, on analysis, supports conclusions which are the exact reverse 
of those intended. Nor is this all. The 1953 record included entities which 
did not appear in the list of 1950. Among the additions to the 1953 list will 
be found “The Equity Corporation” which is the parent of The Morris Plan 
Corporation.” 

The Equity Corporation, beyond doubt, was used (rather than The 
Morris Plan Corporation) because, as a registered investment company 


12 Schedule One, accompanying, Part Ill 
13 Schedule Two, accompanying, Part Il; and Hearings 1950, pages 50; and 1953; pages 44-47: 


and page 50. 
14 Id. 
15 Hearings 1953, pages 44-47 
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it owns diversified investments. It could, therefore, more easily be iden- 
tified than The Morris Plan Corporation as a transgressor of the principal, 
which the “Independents” so fondly enunciate, that “no corporate owner 
of bank shares shall hold interests not permitted banks.” 

Whatever the motive for including The Equity Corporation and The 
Morris Plan Corporation in 1953, the fact is that both of these companies 
were in existence in 1950 when they were not included in the record produced 
by the Federal Reserve Board.'* Furthermore, The Morris Plan Corporation, 
or predecessor companies, owned banks in 1933 and long prior to that year. 
And had The Morris Plan Corporation holdings of banks been in- 
cluded for the periods covered in the Federal Reserve Board records 
of 1950 and 1953, even larger percentage reductions in banks 
owned by bank holding companies would have been shown than 
the percentages above mentioned.” 

It is quite evident, then, that the charges of “unfair competition” and 
“uncontrolled expansion through circumvention” which have been leveled 
by the “Independent Bankers” against Bank Holding Companies, are not 
supported by the facts. 

The claims of “monopoly” advanced by the “Independents” are even more 
absurd than those of “uncontrolled expansion.” The statistics on “Bank 
Holding Company monopoly,” taken from the Federal Reserve Board mem- 
orandum, referred to above, but omitting Bank of America, show that Bank 
Holding Company bank deposits were 7.86% of the deposits of all Com- 
mercial Banks. Any single Bank Holding Company, therefore, would be an 
insignificant factor in the total of American banking.” 

In any event, more than 87% of the deposits of Bank Holding Company 
Banks are in Member Banks, so that any “monopoly” is one which has been 
fostered and is controlled by the Federal Reserve Board.” 

Under all the circumstances it is a little difficult to understand 
how the independent bankers have the temerity to come before this 
committee to lament that they are being ruined by the extension of 
Bank Holding Company banking offices through resort to ‘‘devices”’ 
which are beyond the ability of regulatory bodies to control or to 
contend that any Bank Holding Company is a “monopoly.” 


16 Hearings 1950, pages 54-56 

17 For from Dec. 31, 1933 through Dec. 31, 1952, the number of Banks owned by The Morris Plan 
Corporation decreased by 5 or 26% (Schedule Two Part II). 

18 Schedule Two, Part Il; and Hearings 1953, pages 44-47 

19 Schedule Two, Part Il 
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Second: Mixed investments and unfair dealing: 

Much has been made, over the years, of the evils inherent in the con- 
current ownership of Banks and other businesses and Section 6 of S. 1118 
follows, in this respect, the philosophy of its predecessors.” In all this 
time no advocate of Bank Holding Company legislation has ever 
come forward with any evidence that legitimate Bank Holding Com- 
panies, by reason of the ownership of other investments, have been 
guilty of illegal or unfair transactions as between themselves (or 
their non-bank subsidiaries) and underlying banks.” 

(A) The sole citation of an instance in which “Diversity of In- 
vestment” led to the plundering of an underlying Bank: 

The only exception to the customary broad, unspecific charges that 
“mixed investments are dangerous,” which has ever been recorded in any 
post-war hearing on Bank Holding Company legislation, has been the cita- 
tion (at the 1953 hearings) of the case of Bankers Discount Corporation, 
a Texas Finance Company.” The facts were that, in 1953, this Finance Com- 
pany, which was not at the time and never had been a “Bank Holding Com- 
pany,” finding itself loaded with overdue paper of doubtful collectibility, 
connived with the controlling stockholder and president of certain Illinois 
banks to purchase from him his control of these banks. As part of the 
arrangement (or, at least, without objection from the president who pre- 
sumably knew of the transactions), the Finance Company, after obtaining 
control, borrowed money from one or more of the Banks and then, to make 
matters worse, loaded the Banks with overdue and, perhaps, uncollectible 
paper. Thereupon the State Authorities and the FDIC “moved in.”” 

This was clearly a case of unquestionable dealing for a specific purpose 
which in no wise resulted from normal Bank Holding Company operations 
and with respect to which alleged “Bank Holding Company” ownership was 
purely incidental. The transactions were properly and adequately charac- 
terized as a fraud by the Deputy Comptroller of the Currency, Mr. L. A. 
Jennings, and by Mr. H. Earl Cook, Chairman of the Board of Directors of 
the Federal Deposit Insurance Corporation.” 

The Morris Plan Corporation submits that before it is compelled 


20 Hearings 1947, pages 3, 15-16, 84-85 and 88; and 1950, pages 37-39, 201-209 

21 Schedule One, Part I 

22 This situation was considered of such importance to the case for Bank Holding Company legis- 
lation that Bankers Discount Corporation was included in the Federal Reserve Board's list of 1952 
Bank Holding Companies although Bankers Discount Corporation did not acquire any bank stocks 
until 1953 (Hearings 1953, page 44). 

23 Hearings 1953, pages, 60, 85 and 135; also (for factual presentation) 54, 103, 106, 109). 

24 See: Schedule One, Part Il. 
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to dispose of its investments as required by Section 6 of S. 1118 
some better reason for this punitive and confiscatory mandate 
should be advanced than mere assertion which is supported only 
by reference to a corporate entity whose fleeting Bank Holding 
Company status was but incidental to a fraudulent purpose. 

As the representatives of our Federal Agencies have testified, as indi- 
cated above—and as every experienced legislator and lawyer is aware—it 
is difficult to eliminate crime, fraud and questionable dealing by legislative 
edict. Banks are constantly being plundered by officers and employees and 
we have no doubt that the Banks of some of the “Independent Bankers” who 
are supporting this Measure have been the victims of criminal or fraudulent 
action.” 

(B) The Bank Holding Company record of conduct: 

It is not surprising that the advocates of Bank Holding Company law 
have been unable to point to any situation where a diversification of invest- 
ments has caused Bank Holding Companies to act unfairly toward subsidiary 
banks! The very record which they, themselves, have presented is conclusive 
evidence of the fact that this has not been so. 

For it is apparent from the Federal Reserve Board statistics which 
were submitted at the 1950 and 1953 hearings, that the great bulk of 
Bank Holding Company systems which were in operation in 1933 
are still in business today.” Since most of these have, as a result of hold- 
ing “Voting Permits,” been under the supervision of the Federal Reserve 
Board as well as of the Federal Deposit Insurance Corporation and the 
Comptroller or State Authority, it is obvious that none of them have been 
guilty of serious transgressions. Otherwise they would not, now, be in 
business. 

To this list of Bank Holding Companies which have survived strict 
regulation for two decades can be added The Equity Corporation and The 
Morris Plan Corporation (or its predecessors). These organizations have 
been in existence for almost 40 years, and, with their banks and other 
affiliates, have been subject to the scrutiny of Federal and State Supervisory 
Authorities and, since 1940, to the rigid requirements of The Investment 
Company Act of that year. 

Surely, in the light of the record, the groundless innuendoes of 
corporate wrongdoing emanating from a handful of biased witnesses 


25 Bank embezzlements and “inside” depredations are widespread (Schedule Two, Part I/). 
26 Hearings 1950, Pages 54-56; 1953, Pages 44-47; this Part IV, First, above ; and Schedule Two, 
Part Il). 
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will not justify the acceptance, by the Congress, of the philosophy of 
destruction which has been written into the Investment Section (Sec- 
tion 6) of this bill.”’ 

(C) Diversification for the “Favored Few” among Bank Holding Com- 
panies: 

While the “Independent Bankers” in Section 6 of their Bill are attempt- 
ing to destroy most Bank Holding Companies which own “Mixed Invest- 
ments,” they are making notable exceptions to their rule. 

Mutual Savings Banks have been completely relieved of Bank Holding 
Company liability under Section 3 of S. 1118 and subsections (5) and (6) 
of paragraph (b) of Section 6 have unquestionably been designed to fortify 
this exemption. These banking enterprises would be able to expand without 
restriction and own anything they might desire so far as this measure is 
concerned. The exception has been made, furthermore, despite the fact that 
these Savings Institutions can carry on a variety of non-banking activities 
and that some of them control Commercial Banks.” 

In addition to excusing the “Mutuals” from liability under their Bill, 


° 


the “Independents” are showing the same tender regard (as Section 3 is 
now worded) for Labor Unions and their “Welfare Funds.” 

Thus the “Independents” are excluding all unregulated entities 
from liability under §.1118 while holding responsible those corpo- 
rate owners of Bank stocks which are already, largely, thoroughly 
regulated as “‘Holding Company Affiliates” or, in the case of The 
Equity Corporation and The Morris Plan Corporation, as “‘invest- 
ment companies.” 

(D) Banks themselves, conduct a variety of business: 

More and more extra curricular privileges are being extended 
Banks by the Congress and by state legislatures. In certain jurisdic- 
tions banks can now buy a general list of Common stocks, as has been rec- 
ognized in S. 1118, Section 6 (6), subsections (5) and (6). They are even 
permitted to organize and own “Investment Companies” thus giving almost 
unlimited scope to the variety of their interests as, again, is recognized in 
Section 6. For many years Banks have been making real estate loans and 
certain of them can buy, sell and deal in real estate—which means that they 
may “speculate” with depositors’ funds if they so desire. They can and do 
carry on businesses which once were done only by Finance or Personal Loan 

27 Part Il, above; and Schedule I, Section A. 
28 Hearings 1953, Pages 43-48; Part Ill, above; Schedule One, Part I, Section A; and Schedule 


One, Part III. 
29 Part III hereof, above; and Part V, following. 
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Companies. As a result of “Time Sales Financing,” inventory lending and 
the discounting of accounts receivable, they foreclose on all kinds of equip: 
ment and commodities with which they ther. deal as owner. They are author- 
ized to conduct the business of Insurance Agents—selling all lines—and to 
act as loan brokers. Beyond this they have recently been given the right to 
sell life insurance in competition with established insurance companies.” 

The Morris Plan Corporation believes in the soundness of 
varied activity but in view of all that Banks may do it is a little dif- 
ficult to understand why Bank Holding Companies, which are espe- 
cially equipped for investment management should be denied the 
privileges of “Diversification” which are being extended Banks, This 
is particularly true with respect to The Morris Plan Corporation which is 
operating under a law which Congress designed, specifically, for the regu- 
lation of institutions in the investment business—the /nvestment Company 
Act of 1940. 

And does it not appear somewhat inconsistent that a representa- 
tive of a Federal agency should state that Bank Holding Companies 
should not be permitted to own insurance companies (as The Mor- 
ris Plan Corporation does) or conduct a real estate business when 
a multitude of banking institutions under Federal agency super- 
vision are carrying on these activities directly and, beyond this, 
are permitted, through investment, indirect interests in an almost 
unlimited variety of enterprises.” 

(E) The Bill, while striking at direct diversification, permits indirect 
ownership without limitation: 

The very section of this weird legislative concoction, which, in effect, 
solemnly forbids Bank Holding Companies from doing anything except to 
own and manage Banks, provides an exception in the form of the ownership 
of an “Investment Company” (section (6) (b) (6) ). But if, by “Investment 
Company,” is meant a corporate entity regulated under The Investment 
Company Act of 1940, then Bank Holding Companies, by indirection are 
being permitted to engage in an almost unlimited variety of businesses. 

Is this not an indication that the “Independent Bankers” who 
are protesting that “segregation” is required to not, themselves, 
believe what they are saying? 

The Morris Plan Corporation is now thoroughly regulated under The 


30 Part III, above; and Schedule One (accompanying) Part I and Part III). 
31 Hearings 1953, page 25). 
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Investment Company Act. Is there any necessity, therefore, for it or The 
Equity Corporation (which is a “Regulated” Investment Company) to set 
up a “regulated” subsidiary to hold such of its investments as are not bank 
stocks? 

(F) Diversification is necessary if Bank Holding Companies are to 
discharge their obligations: 

The divestment section of this Bill (Section 6) is both impractical and 
unnecessarily restrictive in that it would greatly limit the ability of Bank 
Holding Companies to supply new capital to underlying Banks. This is one 
of the important functions of Bank Holding Companies. 

Section 6, which attempts to forbid “Diversification,” emphasizes the 
distinctive philosophy of the Bill which is, also, made apparent in Section 5 
where the theory of “local markets: for bank stocks is expounded.” 

The experience of The Morris Plan Corporation indicates that the 
Supervisory Authorities have never hesitated to demand that Bank Holding 
Companies supply all needed capital to underlying Banks whether or not 
all the stock is held by such companies.” Neither have the Authorities failed 
to call on Bank Holding Companies for financial aid when independent 
Banks have been in difficulty.* Bank Holding Companies have been able 
to furnish this capital only because they, in turn, have been able to sell their 
own securities to the public. The ability to do this would be seriously cur- 
tailed if portfolio management were limited as is proposed in this Bill. 

(G) Regulation rather than Confiscation should be the solution: 

The truth about the position of those who advocate the destruction of 
Bank Holding Companies which own “mixed investments” is that they are 
unwilling to accept the principle of “regulation” although they protest that 
“regulation” is- all they are seeking. If the witnesses who have appeared 
in support of S. 1118 are sincere in their statements that they are 
not bent on the destruction of Bank Holding Companies then let 
them bring forward a real regulatory measure in place of the de- 
structive Bill they have presented. 

There is ample evidence of the efficacy of regulation directed at all 
forms of unfair dealing. The Congress adopted this principle when it passed 
the Investment Company Act of 1940 and, in the years which have passed, 


32 Part III, First, above. 

33 Since 1945 The Morris Plan Corporation has supplied additional capital for its underlying 
banks as follows: It has invested almost $244 million of stock capital and it has contributed $614 mil- 
lion as its share of retained earnings; and it has arranged $3 million of note capital (total some $12 
million) for its underlying Banks (Schedule Two, Part 1). 

34 See Schedule Two, Part I. 
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the Securities and Exchange Commission has demonstrated the soundness of 
this approach. All that is required is the insertion in any new law, or in any 
amendment to existing law, of provisions based on those contained in Section 
17 of the Investment Company Act of 1940 as representatives of The Morris 
Plan Corporation have steadfastly contended since 1947°° and are again sug- 
gesting. 

In summation: The response of The Morris Plan Corporation 
to the allegations of the sponsors of this measure on the subject of 
non-bank investments, is that we plead guilty to “mixed investments” and 
the ownership of Banks which are not located in the State in which The 
Morris Plan Corporation has its principal office. All of the investments of 
The Equity Corporation and The Morris Plan Corporation (in other interests 
as well as in Banks) were legal when made and they have been legally held and 
administered ever since—for almost a decade and a half under the careful 
scrutiny of the Securities and Exchange Commission. 

What we want, now, from the “Independent Bankers” who are 
bent on destroying us—and what we think we, and other legitimate Bank 
Holding Companies are entitled to have—is a bill of particulars outlin- 
ing the depredations for which we are responsible resulting from: 

(1) Our ownership of Bank Stocks, whether within or without 
the State in which we are incorporated; or 

(2) Our ownership of, or close association, with, businesses other 
than Banking. 

We, also, wish to know why it is that our status under the In- 
vestment Company Act is not being recognized and why, instead, 
we who are regulated as “Investment Companies” are being dis- 
eriminated against while mutual savings banks, unions and their 
welfare funds and others are being extended the freedom of action 
which is permitted under Sections 3 and 6 of this inept and un- 


democratic Bill? 





35 Part I, above; and Part V following. 
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PART V 


PRINCIPLE OF DIVERSIFICATION 


APPLICATION THROUGHOUT AMERICAN ENTERPRISE 


THE INVESTMENT COMPANY ACT OF 1940 
AS EXPRESSION OF 
CONGRESSIONAL RECOGNITION OF USEFULNESS 
OF 
DIVERSIFIED INVESTMENT MEDIA 


UNREGULATED “INDEPENDENTS” DISREGARD OF EFFICIENCY 


OF 
THE INVESTMENT COMPANY ACT 
AND 
EXCEPTIONAL SUPERVISORY RECORD 
OF 
SECURITIES AND EXCHANGE COMMISSION 


teris' 
as a 
corp 


men 
inve 
tion 
pris 
Pri 


pani 
of c 
proc 
ing. 
as i 
prir 
creé 
deri 


pul 
inv 


194 





iCY 


BANK HOLDING LEGISLATION 431 


e 


In Part IV, above, we have shown the unfairness and “class” charac- 
teristics of S. 1118 in its recognition of the principle of “Diversification” 
as applied to favored groups and its concurrent rejection in the case of 
corporate owners of bank stocks. 

Quite apart, however, from the discriminatory aspects of the “Divest- 
ment” provision of S. 1118 set forth in Section 6, the attempt to limit 
investments runs counter to the strong trend toward “Diversifica- 
tion” which is visible in almost every segment of American enter- 
prise.’ 

Principle of Diversification widely applied: 

This trend will be found in heavy industry, such as “steel,” in com- 
panies which deal, primarily in consumer durable goods, in the operations 
of our thousands of small machine shops, among concerns whose primary 
products are petroleum or chemicals and even in “textiles” and retail vend- 
ing. “Diversification” typifies the portfolios of financial institutions such 
as insurance companies, trust, welfare and pension funds. Finally, it is a 
principle which, as has been demonstrated in Part IV above, has been in- 
creasingly applied to banks by the legislative bodies from which their powers 
derive. 


It was Congressional recognition of the desire of the American 
public for properly organized and adequately supervised diversified 
investment media, which brought The Investment Company Act of 
1940 into being. 

The Investment Company Act of 1940—background: 


The Securities and Exchange Commission began its study of Investment 
Companies—both in this country and abroad—in 1937, 


The Securities Act of 1933 (patterned on the British “Companies Act”’), 
The Securities and Exchange Act of 1934 and The Public Utility Holding 


1 Schedule Two, Part VII and note the following excerpts from an article which appeared on 
page 33 of The New York Times of June 18, 1954, which is indicative of this trend: 

The New York Shipbuilding Corporation has bought a controlling interest in the Devoe & 
Raynolds Company, Inc., one of the nation’s oldest paint manufacturers. 

The announcement was made yesterday by Louis E. Wolfson, chairman of the shipbuilding 
industrial and construction concern of Camden, N. Y. xxx 

Xxx 

“It is our intention,” Mr, Wolfson said, “to cooperate fully with the present management, whose 
aims are like ours—continued growth of the organization, diversification of operations, which will be 
reflected in accelerated profits.” 

XXx 

New York Shipbuilding, in recent months, has diversified its operations. 

“I am sure,” Mr, Wolfson said, “that we will be able to give our new firm a substantial amount 
of business from other concerns in which we hold an interest.” 

Mr. Wolfson is chairman of the board of Merritt-Chapman & Scott, Inc., which is expanding into 
the field of steel production. 
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Company Act of 1935 had previously been enacted and were then in opera- 
tion. 

The study of The Securities and Exchange Commission continued for 
some four years. Several thousand pages of information and findings were 
submitted to the Congress and, in 1940, The Investment Company Act was 
adopted. 

This piece of legislation—the product of endless deliberation—embodies 
some of the most stringent regulatory provisions ever enacted into law by 
a United States Congress.’ Under it practically every publicly owned com- 
pany of any appreciable size (not subject to the supervision of Banking, 
Insurance or Public Utility authorities) in the business of investing in securi- 
ties, is strictly supervised and controlled. 

The Investment Company Act of 1940 is hard legislation and some of 
its provisions are needlessly burdensome and restrictive. 

The Act, however, has been fairly and sensibly administered by the 
Commission (and a practical, efficient staff) with the result that regulated 
companies have lived and prospered under it. The Equity Corporation and 
The Morris Plan Corporation have been two such companies—the former 
(through a predecessor) having been the first among all investment com- 
panies to file its statement of registration. 

Restrictive Character of the Investment Company Act of 1940: 

The restrictions of The Investment Company Act deal, in the main, with 
the regulation of “insider” and “affiliated” transactions and are intended to 
further the principle of full disclosure. Among the most important and most 
restrictive provisions of the Act are those which rigidly regulate or forbid 
intercompany dealings (such as loans from subsidiaries to parents or to asso- 
ciated subsidiaries) as well as transactions between an Investment Company 
(and corporations affiliated with it) and officers, directors, employees, and 
stockholders owning as little as 5% of the voting stock of the Investment 
Company or of any such affiliates. Restrictions to which individuals are made 
subject extend as well to members of their families. Individuals, therefore, 
who are associated with an Investment Company are not only strictly “regu- 
lated” but also, because of the detailed reports which are required under the 
Act in order to comply with its provisions for “full disclosure,” literally live 
in “glass houses.” 

With specific reference to the prohibitions of The Investment 
Company Act of 1940 against transactions of any kind between The 


2 Schedule One, Part Ill 
3 See: Schedule One, Part Ill 
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Equity Corporation, or The Morris Plan Corporation (or any of 
their officers, directors, employees or stockholders) and affiliated 
companies—including underlying Banks—all such dealing is for- 
bidden except with Commission consent. 

Not only are loans and benefits prohibited to “Insiders” under The 
Investment Company Act, but such insignificant transactions as the sale of 
qualifying shares to directors or the making of emergency advances to trusted 


employees. 


Unregulated “Independents” demand more regulation for the 
strictly regulated Equity and Morris Plan Corporations: 

It will be seen, therefore, that the standards of purity and full 
disclosure to which our “‘regulated” Equity and Morris Plan Corpo- 
rations must adhere transcend all requirements of Federal and State 
banking laws to which the unregulated “Independents” are subject.’ 

We are not objecting to the restrictive provisions under which we 
must operate; nor do we begrudge the “Independents” the freedom they 
enjoy from the requirements of “full disclosure,” and from stringent pro- 
hibitions against “self-dealing.” What we do resent, however, is that we, 
who are so thoroughly supervised, should be told by those who are not, 
that, for the public good, more regulation must be piled upon us. 





4 Schedule One, Part Ill 
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The “Independents” cry “monopoly” on the part of 
Bank Holding Companies in an attempt to preserve 
their own non-competitive situations: 

il of the post-War Measures which have been sponsored or supported 
by the “Independents” have had as their major objective the “freezing” of 
Bank Holding Company systems. This has been made eminently clear in 
the testimony of the representatives of the “Independents” who have ap- 
peared at the many hearings which have been held since 1946.’ 

What the “Independents” have said is that Bank Holding Companies 
are “violating Branch banking laws”; that their “Monopoly” will lead to 
Federal ownership and socialization; and that the “concentration of bank- 
ing facilities” in the hands of Bank Holding Companies” indicates the need 
of regulation.’ 

What the “Independents” have meant, of course, is that they 
want legislation which will preserve their own special banking privi- 
leges—whatever these may be and wherever located. 

Have the “Independents” not, in effect, admitted as much when they 
have urged the acceptance of their Bill because “dangerously large Bank 
Holding Companies continue to acquire independent banks” or because 
“Bank Holding Companies” can amass huge resources and use them at the 
expense of the “Independents?” 

It will be noted, furthermore, that, although the “Independents” must 
reckon with competition from other sources, they have singled out for attack 
business corporations which are bank stock owners. Branch bank competition 
(and that from other types of Bank Holding Companies as Savings Banks, 
Unions and Union Welfare Funds) have all been carefully excluded.‘ 

Clearly, then, the competition which the “Independents” would 
eliminate, by the Adoption of S.1118, is only that which it is politi- 
cally expedient to attack. 

Who, they reason, will rise to defend a business corporation? 

The double standard of the Independents: Multiple 
regulation for others, freedom of action for themselves: 

We have pointed out, in Part V above, that under The Investment Com- 
pany Act of 1940, The Equity Corporation, The Morris Plan Corporation 
and all affiliated persons, including stockholders, directors, officers and em- 


1 Part Il, above. 

2 Part Il, above; and Schedule One, Part 1, Section B. 
3 Part II, above; and Schedule One, Part I, Section B. 
4 Part tll, above. 
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ployees (of underlying banks as well), are denied even the limited borrow- 
ing privileges which are generally permitted by Federal and State Banking 
law.° 

The “Independent Bankers” have carried over into Section 7 of their 
Bill some of these restrictions. They have been extremely careful, however, 
to confine their prohibitions to transactions between Bank Holding Companies 
(or affiliated Companies) and underlying banks. Officers, directors and em- 
ployees (and members of their families) who are “Independent,” will still 


be able to deal with the banks with which they are affiliated. 


Thus the “Independents” are proclaiming one standard of 
morality for themselves and another for the thousands of individuals 
who are identified—even remotely—with Bank Holding Companies.’ 


Is there anything in the record to warrant this differentiation? Has the 
conduct of the “Independents” and of the members of their staffs been so 
much more impeccable than that of the rest of us? Among the annual and 
rising list of bank embezzlements has there been none of this among the 
“Independent” banks? On what premise does such smugness rest? 


Under existing law the “Independents” can divert the funds 
of the Banks they are operating to their own benefit—something no 
Morris Plan stockholder, officer, director, employee or other affil- 
iate can do without penalty under The Investment Company Act. 


This is a distinction which the “Independents” are extending in Section 7 
of S. 1118. It is a distinction, incidentally, to which Federal Agency repre- 
sentatives took exception in their recommendation to conform the provisions 
of this section to those which are common to our banking law.’ 


The Morris Plan Corporation is satisfied that the restrictions of Sec- 
tion 17 of The Investment Company Act are wholesome. We believe some- 
thing similar should be incorporated into all Federal and State Banking laws 
as added protection to depositors and minority stockholders. 


Whether or not, however, The Investment Company Act rule 
of “insider purity” is ever extended to banking institutions, no 
evidence has, as yet, been produced by the “‘Independents’’ to sub- 
stantiate their preposterous assumption that they are more capable 


and less vulnerable to temptatjon than some of the rest of us who, 
like themselves, are entrusted with the funds of other people. 


5 Schedule One, Part III. 


6 On the questions of Pyramided Bank Holding Company Liability and Multiple regulation; see 
Part Ill, above. 


7 Hearings, 1953, page 51; and Schedule One, Part Ill. 
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Federal Reserve Board support of the “double standard” 
proposed by the “Independents”: 

In connection with the various Bank Holding Company measures which 
preceded S. 1118 the Federal Reserve Board acted as sponsor and the “In- 
dependents” appeared only in support. In 1953 these roles were reversed. 

If this was a reversal of position for strategic reasons, it was 
productive of nothing new or logical. S$. 1118 is substantially like 
its unworthy predecessors. The objective of the “Independents” 
remains unchanged. They want to kill off the competition of Bank 
Holding Company Banks. The Federal Reserve Board, for its part, is 
still trying to satisfy its long term ambition of bringing all banking under 
its control. In addition, it would not be an unwilling repository of supervisory 
authority over Bank Holding Companies and Investment Companies (whether 
or not already under regulation), provided attendant enforcement provisions 
granted by the Congress were in keeping with the autocratic powers the 
Board now exercises in other fields. 

If more modest purposes were behind the joint 1953 efforts of the 
Board and the “Independents,” there is nothing in the record to indicate it. 
The aims of the “Independents” were made eminently clear;* and, while 
Representatives of the Board were more restrained in their approach than 
the “Independents,” their own Bill dispels all doubt as to the Board’s under- 
lying intentions. For its “Committee Print” is the most barefaced bid for 
the right to interfere with State Authority and for unappealable discretion 


which has yet been placed before the Congress.” 





8 This Part VI, above and Schedule One, Part 1, Section B. 

9 While it is true that the Board’s Bill recognizes the fact that responsible ownership means 
majority ownership it goes overboard in its grant of discretionary authority and in the assumption of 
control, by a Federal Agency, of the affairs of State Non-Member Banks and the corporate owners of 
such Banks though all may be located in a single jurisdiction. The Board’s Bill, also, is confiscatory and 
strikes at property rights just as does S.1118. Likewise, it adopts the theory of S.1118 that the Congress 
should legislate away the time honored privilege of private investors to purchase securities as they may 
desire. 

It is just as obnoxious as S.1118 in failing to grant “Provisional Exemption,” in its exclusion of 
Unions and Union Welfare Funds from Bank Holding Company liability and in its requirements of 
pyramided responsibility and multiple regulation. 

It is distinctly worse than S.1118 in its complete disregard of State authority and in its failure to 
provide for the “Right of Review.” This ommission is particularly not worthy in view of the Bill’s pen- 
alties against individuals who may violate—not only the Bill’s provisions, but, as well “conditions” 
prescribed by the agency which are not written into the Bill. 

Even the stated “conditions” are objectionable. They may involve changes in the capital structures 
of corporate bank stock owners; and one such “condition” could require the maintenance of a “Reserve 
Fund” to guaranty underlying deposits—an antiquated provision taken from RS Section 5144 which 
should have been deleted when the Federal Deposit Insurance Corporation was organized. 

On the whole the Bill seems to be a rewrite of most of the distasteful features of all its prede 
cessors. Its so-called “Standards” are laughable. The agency would not, by the very language of the 
Bill, be bound by them and, in any event, only a soothsayer could hope to determine the “prospects” 
of Bank Holding Companies and their banks and the “character” of management or give adequate 
consideration to the “welfare” of Communities and “Areas” concerned (hearings 1953, Pages 20-23). 
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In its 1953 attempt to give the “Independents” an “assist” in the passage 
of $.1118, while simultaneously serving it own ends, the Board submitted a 
lengthy memorandum in which it posed the Bank Holding Company “prob- 
lems” as twofold: “‘an unrestricted ability xxx to expand”; and the simul- 
taneous ownership of banks and “various other types of enterprises xx.” 

The Board, then—in support of the “Double Standard philosophy” 
which characterizes S. 1118— proceeded to argue the case for “Compulsory 
Liquidation” as follows: 

(1) Our banking laws recognize the desirability of prohibiting banks 
from engaging in extraneous businesses; 

(2) The “Managerial attitude” required, and the business risks in- 
volved, in nonbanking enterprises are entirely different from those which 
appertain to the banking business; 

(3) Depositors Funds should be employed in accordance with the 
requirements of the law and of “sound banking practices” and should not 
be diverted to other uses; and 

(4) In the common Corporate control of banks and nonbanking enter- 
prises there is always the danger that bank resources may be wrongfully 
diverted for the benefit of the nonbanking businesses." 

Thus, it could appear, the Staff of the Federal Reserve Board—after 
eight years of serious cogitation—has brought forth what was, perhaps, in- 
tended as a syllogism, but proves, instead, to be a wordy mixture of platitude, 
opinion and non-sequitur. 

The Board has compounded the errors of the “Independents.” 
No one will disagree with the theory that Depositors’ Funds should be pro- 
tected, as, indeed, they are by a multitude of State and Federal statutes. It must 
be conceded, too, that it would be completely illegal to make the same type of 
investment with the trust funds of depositors as might be made by an enter- 
prise utilizing its own capital—such, for example, as an “Investment Com- 
pany.” But do these restrictions of the law necessarily breed a superior 
“Managerial Attitude”—whatever this may mean—or for that matter supe- 
rior “management?” 

Is the Federal Reserve Board, in its memorandum, attempting to 
say that the managements of the non-banking enterprises in this 
country are less honest or less capable than the management of 
banks? Or does the Board mean, rather, that, as Managers of public 


10 Schedule One, Part 11; Part 11, Third above ; and Hearings, 1953, Page 37. 
11 Schedule One, Part I, Section B; and Record of Senate Committee Hearings, 1953, Page 37. 
12 Schedule One, Part lil. 
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funds, bank officials are more trustworthy and more efficient than 
those among us in the “Investment Company” business who, like the 
bankers, also manage the money of the people? 

So far as The Morris Plan Corporation and The Equity Corporation 
are concerned, they or their predecessors have been in existence for many 
years—the one more than 3 and the other more than 242 decades. During 
this time they have never been declared insolvent nor closed down by the 
authorities; none of their officers or employees have ever been accused or 
found guilty of theft or embezzlement although many have handled millions 
of dollars of cash and negotiable securities. 

Can the banks of the Federal Reserve System boast of a com- 
parable record over this same period of time? Have not some mem- 
ber banks been closed or suspended?" 

Have there not been cases of fraud or embezzlement among 
them?" 

The thesis which the “Independents” and the Federal Reserve Board are 
trying to propound, viz: That the individuals who operate Bank Holding 
Companies and other Investment Companies are endowed with less ability 
and integrity than a miscellaneous lot of bank managers, simply cannot be 
sustained, 


The Federal Reserve Board, itself, has shown that a preponderate num- 
ber of to-day’s Bank Holding Companies have been in business for many 


years—most of them as “Holding Company Affiliates” under Federal Reserve 
Board supervision. The continued existence of these organizations is the best 
possible evidence of their success and their good behavior. And to the long 
list of organizations to whose course of conduct the Federal Reserve Board, 
by permitting their continuance, has given tacit approval, could be added 
The Equity Corporation and The Morris Plan Corporation whose longevity, 
under Securities and Exchange Commission supervision is not without sig- 
nificance.”* 

In the light of all this, the broad implications contained in the 
Federal Reserve Board memorandum are somewhat startling. 

We, who manage The Equity Corporation and The Morris Plan Cor- 
poration would like to ask the Federal Reserve Board—as we have the 
“Independents” to point to some act of “Over-reaching” on our part. 

Failing an answer to this, perhaps they can tell us how we may 


13 Schedule Two, Part Il. 
14 Schedule Two, Part Il. 
15 Part IV, First, Above. 
16 Part V, Above. 
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“plunder” underlying banks without violating the provisions of 
Section 17 of The Investment Company Act of 1940. 

We, who are representing The Equity Corporation and The Morris Plan 
Corporation, their officers, directors, employers and many thousand stock- 
holders in this controversy with the “Independents” and the Federal Reserve 
Board, have made a special point of our “regulated” conduct for the reason 
that we have had enough of insinuation and implication. 

We have fought prior Bills—as we are fighting S.1118—because we 
believe they are dangerous, hysterical, unnecessary legislative proposals. We 
are currently reporting under the “Lobbying Act”—something the “Inde- 
pendents” have failed to do'’—although we are advised that registration is not 
required of us. We have spent many thousands of dollars in defending our- 
selves against the outrageous, unfounded accusations of those who are bent 
on destroying us by fair means or foul. We would like to bring this costly, 
time consuming controversy to an end. 

We hope the members of this committee will hold with us that 
our adversaries should now produce the evidence we have demanded 
or forever hold their peace, 


The Comparative Record: 

The truth is that the “Independents” and the Federal Reserve Board 
will find nothing in the record to date on which to base a demand that the 
Congress legislate Bank Holding Companies out of business. 

Does the record warrant consideration of S. 1118 or any measure 


resembling it? Is there any basis here for legislation as sweeping and 
destructive as this would be? Is there proof that Bank Holding Companies 
are monopolistic? That they have developed illegally? That they have been 
guilty of reprehensible self-serving? That their Managements are so in- 
competent that they need the incomparable advice of a Federal 
Bureaucracy? Or that the appreciation of spiritual and material values is 
less highly developed in them than in the “Independents”? 


17 The records show no current reporting by any representative of the “Independents.” 
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What is left of The Case for Bank Holding Company Law? : 

The presentation made in support of S$. 1118, and our response, may 
be summarized as follows: 

Bank Holding Company “‘Evils”’: 

The charges against Bank Holding Companies have been variously 
stated but, in essence, consist of all allegations that two “evils” result from 
their operations: 

First: The “Evil” of “Monopoly” resulting from 
“‘Uncontrollable” and “Illegal”? Expansion: 

It has been asserted, in other words, that Bank Holding Companies have 
extended their banking operations by methods not controllable under existing 
statute and that the undue expansion which has thus taken place has resulted 
in banking and credit monopoly; and 
Second: The “Evil” of ‘“‘Mixed Investments” : 

Here the assertion is that Bank Holding Company investments are not 
now limited to those permitted banks and that this freedom from investment 
restriction leads, naturally, to the misuse of the deposits of underlying Banks. 
The Remedy Proposed by the “Independents”’ : 

To cure the evils of which they have complained, the “Independents” 
have submitted a Measure, the purposes of which are, in effect, as follows: 

(1) To characterize the common ownership of several banks as the 
equivalent of “branch banking”;' 

(2) To assign Bank Holding Company liability to certain corporate 
stockholders and to groups of individuals working in concert while exempt- 
ing other owners of bank stocks such as Mutual Savings Banks, Unions, and 
their Welfare Funds, Pension Trusts and Foundations;’ 

(3) To impose this liability on minority interests, thus placing on 
minority stockholders the responsibilities of dominant ownership;? 

(4) To render this unfair test a nullity by giving the Federal Reserve 
Board, as the Administrative Agency, the right to assign Bank Holding Com- 
pany liability on an arbitrary basis and without reference to any standard 
whatsoever other than the Board’s own finding of “‘controlling influence”’ ;‘ 

(5) To grant such broad discretion to the Federal Reserve Board with- 
out protection from the hazards of bureaucratic obstruction of appeal pro- 


99.5 


cedure by providing for “provisional exemption”; 


1 Section (2) of S. 1118; and Part III, above. 
2 Section (3) of S. 1118; and Part Ill above. 
3 Id. 
4 Id. 
5 Id. 
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(6) To make Bank Holding Company status more burdensome through 
pyramided liability and multiple regulation ;* 

(7) To destroy normal property rights including the right to subscribe 
for proportionate shares of new issues of stock or to receive stock dividends 
or a pro rata share of assets on dissolution;’ 

(8) To establish the principle that the Congress should restrict the flow 
of bank capital across State lines;* 

(9) To bring about the compulsory liquidation of investments in impli- 
mentation of an unproven theory that diversification is dangerous ;° 

(10) To make a mockery of the requirement of divestment through 
exclusions which would give unlimited direct diversification to a favored few 
and indirect diversification to all;"° 

(11) To provide for this type of confiscation without affording tax 
relief in those instances where Bank Holding Company status is not desired;" 

(12) To interfere with State Authority in presuming to alter property 
rights, control the domestication of foreign corporations and regulate the 
affairs of State Non-Member Banks and intra-State Bank Holding Company 
systems.” 

The Morris Plan Corporation response to the “Independents” : 

While The Morris Plan Corporation has attacked the technical provisions 
of S. 1118, much of this type of criticism was made by witnesses who were 
supporting the philosophy that Bank Holding Company law is desirable. 
Criticism of Agency Representatives: 

The Federal Agency representatives, and a spokesman for the American 
Bankers Association, during the 1953 Hearings, made a shambles of the legis- 
lative viewpoint of the “Independents” as expressed in their S. 1118. They 
objected to the following: 

(1) The basic philosophy of the Bill that Bank Holding Companies have 
the characteristics of Banks and that Bank Holding Company operations are 
the equivalent of branch banking;” 

(2) The principle that “control” can mean something less than the 
power to elect a majority of the members of a Board of Directors;"* 

(3) The assignment of unlimited discretion to a Federal Agency to 





6 Id. 

7 Section (5) of S. 1118; and Part III, above. 

8 Section (5) of S. 1118; and Part III, above. 

9 Section (6) of S. 1118; and Part III, above. 

10 Section (11) of S. 1118; and Part III, above. 

11 Section (6) of S. 1118; and Part II1, above. 

12 Sections (3) and (5) of S. 1118; and Part Ill, above. 
13 Section (2) of S. 1118; Part III, above. 

14 Section (3) of S. 1118; Part III, above. 
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determine Bank Holding Company status without reference to a definite, 
measurable standard; 

(4) The unwarranted exemption, from Bank Holding Company status, 
of such “favored classes” as Mutual Savings Institutions and the inexplicable 
exclusions which vitiated the “divestment” clauses of the Bill;° 

(5) The interference with property rights (such as stockholders’ pro 
portionate stock and liquidation rights) proposed by the Bill and its attempt 
to over-ride State laws regulating the conditions of entry of foreign corpora 
tions ;'” 

(6) The Bill’s doctrine that bank capital should be raised only on local 
markets; and 

(7) Its failure to provide tax relief where compulsory liquidation may 
result in the sale or distribution of bank stocks.” 

Criticism of The Morris Plan Corporation: 

The Morris Plan Corporation has added technical objections directed at 
the pyramided liability and multiple regulation which were inherent in the 
Bill;” its failure to include “provisional exemption” features;”' its “favorit 


ism” extended to Mutual Savings Institutions, Labor Organizations and capi 


tal pools;* and its attack on State Authority and the dual banking system.: 


Response to Basic Charges of Independents: 


On the basic allegations around which the “Independents” have attempted 
8 | } 


to build a case for their Bill, to wit: Uncontrolled, monopolistic expansion and 
unfair dealing resulting from the co-ownership of Banks and other things, 
The Morris Plan Corporation has provided detailed answers, 

The Evil of Uncontrolled Expansion and Resulting Monopoly: 

We have pointed to the fact that the statistical data submitted during the 
1953, and previous, hearings proved, conclusively, the very reverse of what 
was intended. We have demonstrated, using the Federal Reserve Board’s own 
figures, that Bank Holding Company Banks have decreased in number ove: 
the years and that the net expansion which has taken place has been through 
branch bank establishment which has always been completely controllable.” 

As for “monopoly,” it was clearly evident, in the same statistics, *““doe- 

15 Id. 

16 Id. and Section (6) of S. 1118. 

17 Section (5) of S. 1118; and Part Ill above. 

18 Id. 

19 Section (11) of S. 1118; and Part III above. 

20 Section (3) of S. 1118; and Part III, above. 

21 Id. 

22 Sections (3) and (6) of S. 1118; and Part III, above. 


23 Sections (3), (5) and (6) of S. 1118; and Part III, above. 
24 Part IV, above. 
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tored” as they were to include inappropriate data, that the aggregate 


et of Bank Holding Company resources would constitute but a small proportion 
ae of total banking assets. We offered, in supplementation, specific data relating 
‘able to the bank holdings of The Morris Flan Corporation emphasizing the absurd- 
| ity of the “monopoly” charge of which the “Independents” have made so 
much.” 
pro 
empt The Evil of “Mixed Investments” : 
ang The “Independents” have sought to prevent Bank Holding Company 
diversification on two grounds: First, that Bank Holding Companies are like 
loca Banks and should, therefore, be similarly restricted in their investments; and, 
second, that diversification leads, naturally, to unfair dealing. 
pene In support of their argument that the confiscation they are advocating 
is justified, the “Independents,” in 1953, produced, for the record, the only 
case of “Bank Holding Company depredation”’ to which they have ever been 
ed at able to point. This was a case, however, in which temporary Bank Holding 
r the Company status was acquired only as an incident to barefaced fraud. The 
= “Independents” have yet to cite a single instance in which legitimate 
ra and established Bank Holding Companies have engaged in uncon- 
aa scionable transactions of any kind.” 
We will not repeat our detailed arguments against the position of the 
+ i “Independents” and in favor of the principle of “spreading” investments. 
ao Suffice to say, “diversification” typifies American enterprise in its operations 
_ as well as in portfolio management. Even in the case of banking institutions 
increasing latitude is being granted. In fact, it was in recognition of this 
truism, no doubt, that the “Independents,” themselves, provided for such 
g the notable exceptions to their “Divestment Section” as to make it meaningless.” 
what 
own What really needs to be corrected? : 
iad One Federal representative testified, in response to a direct question that 
ough the “unrestricted ability of the Holding Company to expand” is the principal 
“i “hazard” of Bank Holding Company operation. Another representative 
oc- 


stated the problem in this fashion: 


““A Bank Holding Company should be prevented from acquiring 





25 Part IV, above. 

26 Part IV, above, Second. 

27 Part IV, above; Part III, above; and Schedule Two Part VII. 
28 Hearings 1953, page 24. 
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bank stocks or merging with any other Bank Holding Company except 
with the prior approval of the administering agency.” 


Shotgun Legislation not required: 

What is at issue, then, is the need for controlling the direct or indirect 
acquisition of the shares of banks. It is this small target at which the “Inde- 
pendents” have fired their legislative broadside. 


The Remedy: 

The Morris Plan Corporation has, in past hearings, argued that the Bank 
Holding Company problem had been overstated and has urged that a much 
simpler solution be found than some new, untried, involved, arbitrary piece 
of legislation such as that fostered by the “Independents.”” We have proposed, 
in substitution, the correction of existing weaknesses through the amendment 
of law now in force.”° 

We are, again, outlining our suggestions as follows: 

I, Expansion: 

It has been made abundantly clear that no means for expanding Bank 
Holding Company systems are really beyond the control of our Banking 
Authorities except the method of bank stock purchase. Even here, as has 
been demonstrated, the possibilities are limited due to the fact (1) that the 
vast majority of Bank Holding Companies are under Federal Reserve Board 


jurisdiction; and (2) that all but insignificant portions of the Commercial 
30a 


Bank deposits of the country are in the hands of member Banks. 

If, on the other hand, the Congress deems additional restraint advisable 
no cumbersome, untested, new law is needed. All necessary regulation can be 
obtained by amendment to the Federal Deposit Insurance Act which (by an 
appropriate addition to Section 18 of that Act) will render underlying bank 
insurance terminable (under Section 8) in event “control” of such Bank 


29 Hearings, 1953, page 16. 

See, also, id, page 50 Where the Deputy Comptroller of the Currency testified as follows: 

“Under the Federal Statutes, and the State Statutes in those states permitting branch banking, 
the prior approval of the appropriate Bank Supervisory Authority is required to the establishment of 
branches. Moreover, the purchase of a Bank's assets and the assumption of its deposit liabilities by 
another Bank must receive the prior approval of the Comptroller of the Currency if the purchasing 
Bank is a National Bank, the Board of Governors of the Federal Reserve System if the purchasing 
Bank is a State Member Bank, and the Federal Deposit Insurance Corporation if the purchasing Bank 
is an insured non-Member State Bank, provided the capital and surplus of the acquiring Bank would 
be less than the aggregate amounts of capital or surplus, respectively, of the Banks involved. In addi- 
tion, all consolidations and mergers of Banks must be approved either by Federal or State Authorities 
THEREFORE, ADEQUATE SUPERVISORY COVERAGE IS ALREADY PROVIDED FOR 
INSTANCES INVOLVING THE ACQUISITION OF ASSETS, CONSOLIDATIONS AND 
MERGERS, SO IT IS RECOMMENDED THAT Section 5 (6) of S. 1118 BE ELIMINATED.” 

See also, Morris Plan argument to this effect in past hearings: 1950 Hearings, page 236. 

30 Part I, above. 

30a Part IV, above. 
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(direct control or that which would result from acquisition of control of 
another Bank Holding Company) is acquired by a corporate stockholder 
without Federal Agency consent. With this, if desired, could go a requirement 
of registration with such Agency. The threat of insurance termination will 
force compliance since no corporate investor would, today, dare risk its funds 
in the stock of a Bank whose insurance had been cancelled. 

II. Mixed Investments: 


On the question of “Segregation,” The Morris Plan Corporation feels, 
strongly, that diversification is essential to Bank Holding Company function- 
ing. If, however, reasonable restrictions are, for reasons which certainly have 
not yet been shown, considered advisable, the simple solution would be to 
compel Investment Company Act registration in those cases where Bank Hold- 
ing Company investments exceed certain prescribed limitations. 

Reliance on the Investment Company Act is wholly logical. Bank Hold- 


ing Companies are, essentially, Investment Companies and would all, now, 
be subject to regulation under that Act but for the specific exemption contained 
in its Section 3 (C) (4). A revision of this section would make transgressors 
subject to registration. The threat of further stringent regulation would be 
an effective deterrent to most corporate entities. 

ff. Other Amendments: 

If any amendments to existing law are to be made there are other matters 
which should be covered: 

A. Provisional Exemption: 

This should be provided in an appropriate amendment to The Federal 
Deposit Insurance Act. A company should not be assigned Bank Holding 
Company liability in a disputed case until after a hearing and the entry of 
an order. 

B. Administrative Procedure Act inclusion: 

Review procedure should be provided, in the Federal Deposit Insurance 
Act, by appropriate incorporation of the procedure outlined in the Admin- 
istrative Procedure Act. 

C. Elimination of liability of Holding Company affiliates to maintain 

a “Guaranty Fund” under R. S. Section 5144: 

The archaic provisions of paragraphs (b) and (c) of R. S. Section 5144 
should be eliminated. These require the creation and maintenance, by Holding 
Company Affiliates, of a fund, which, in essence, is provided to safeguard 
the deposits of underlying Banks. Since the deposits of all Bank Holding 
Company Banks are now insured and since these Banks (and through them 
Bank Holding Companies) pay their proportion of all F. D. I. C. charges for 
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such insurance there is no practical nor equitable reason for retaining the 
existing Guaranty Fund provisions. 

D. Alteration of Federal Reserve Board Voting Permit Agreement: 

As the agreement is now drawn, the Federal Reserve Board can compe! 
all Banks within a Holding Company Affiliate System to become Federal 
Reserve members if any one acquires membership. 

The Morris Plan Corporation has, in the past, been censored by repre- 
sentatives of the Federal Reserve Board for having taken Banks acquired by 
it out of the System. The reasons for such action are the requirements, just 
mentioned, of R. S. Section 5144 and of the Voting Permit Agreement. Cer- 
tain of the Banks affiliated with The Morris Plan Corporation would apply 
for Federal Reserve Membership if these burdensome and out-of-date restric- 
tions could be removed.” 


31 Schedule Two, Part II, Section A. 
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PART VIII 


CONCLUSION 
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The attitude of The Morris Plan Corporation with respect to the measure 
under consideration may be summarized as follows: 

In the first place, we wish to repeat the position we have taken that no 
advocate of Bank Holding Company legislation has ever advanced proof of 
the necessity for new law. 

We remind the members of the Banking and Currency Committee that 
the “Independent” bank owners who have appeared here so frequently during 
the past eight years to demand legislation against “Corporate” bank owners 
have never, to date, presented an iota of evidence, or fact, in support of the 
contentions they have made. The case for the adoption of the arbitrary, 
destructive, catch-all measure which the “Independents” have submitted, rests 
only on the opinion of its sponsors that it is needed. 

The plain truth is, as we have repeatedly asserted, that their malicious 
campaign for “straightjacket control” of Bank Holding Companies has been 
carried on by the “Independents” for the purpose of safeguarding their own 
competitive positions and not because there are public interests to be served. 
When they lament over Bank Holding Company “Monopoly,” they are think- 
ing in terms of protecting their own. When they talk of “Uncontrolled Expan- 
sion,” it is expansion into their special territory which they have in mind. 
When they assert that “Mixed investments” are “Evil,” they mean, only, that 
direct diversification should not be permitted “Corporate” investors. Quite 
inconsistently, they permit, in their own Bill, indirect diversification for 
everybody and unrestricted direct diversification for the favored few. We can 
all be sure, too, that the “Independents” do not believe, for a moment, that 
the officers and principal stockholders of their own banks should be barred 
from the simultaneous ownership of unrelated local commercial ventures. 
This is a prerogative which, as every small-town American knows, the mem- 
bers of the banking fraternity have not hesitated to exercise. 

Secondly, if the Congress deems some additional Bank Holding Company 
restrictions necessary, we hope some thought will be given to the amendment 
plan which we have proposed. 

Neither this measure which the “Independents”’ are now advocating, nor 
the philosophical concepts around which it has been framed, are worthy of 
the serious consideration of this Committee. 

If the Congress wishes to embark upon a program designed to dictate 
the terms and conditions upon which, and the localities where, investments 
in this country may be made, it would be far less dangerous to do this by the 
simple, direct, voluntary method we have suggested than by the adoption of 
any such punitive, cumbersome and untried new law as the “Independents” 
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are proposing. 

In this connection, we wish to remind the Committee of the mass of 
Banking and Criminal Law—both Federal and State—which is now extant 
and is available in augmentation of the further “controls” our amendments 
would provide.’ 

Whatever the ultimate decision of this Committee and the Congress may 
be respecting the need for an expansion of Bank Holding Company control, 
we urge the rejection of the philosophy of punishment and confiscation which 
asserts itself in every paragraph of the measure upon which the members of 
the “Independent Bankers Associations” are insisting. 

In all the long years of their attack against Bank Holding Companies, 
these self-appointed champions of banking virtue have been unable to sub- 
stantiate any of the allegations of wrong doing which they have, so recklessly, 
directed at corporate bank stock owners. 

The Morris Plan Corporation—which is now subject to regulation of the 
severest kind—does not object to the imposition of reasonable additional con- 
trols if the Congress deems them requisite. 

But we do object to being made the victim of the obsessions of an organi- 
zation of petty banking czars who continue to cry “Monopoly” in order to 
preserve, inviolate, the borders of the cozy little empires ever which they 
now preside. 

Respectfully submitted, 

Ellery C. Huntington, Jr. 

President 

The Morris Plan Corporation of America 


1 Schedule One, Part Ill. 
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PART I 


Analysis of Proponents’ Case 


SECTION A 
Analysis of 5.1118 
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SECTION 2: POLICY DECLARATION: 


Actually this section is in supplementation of the “Definition Section” 
which follows and is in no sense of the word a statement of Congressional 
policy. 

In any valid measure nothing more would be needed as a declaration 
of policy than Congressional intent to regulate Bank Holding Companies but 
S.1118, in Section 2, goes out of its way to create a false impression at the 
outset by declaring that Bank Holding Companies and the Banks they own 
constitute “branch banking systems.” 

Section 2 is of interest, therefore, because it emphasizes, so clearly, 
the propensity for distortion of which the draftsmen of this Bill have been 
guilty throughout. 


The whole philosophy of the proponents of this measure is to 
make of Holding Companies something which they are not and 
never can be, viz: Banks. (Record of Senate Committee Hearings 1953, 
pages 58, 60, 62, 65, 68, 72, 93 and 137). 


The Holding Companies at which this Measure is directed are, in 
essence, only “Investment Companies” whose principal interests happen to 
be in bank stocks rather than in a general portfolio. These special “Invest- 
ment Companies” have none of the exceptional privileges and 
characteristics of Banks. 


The distinction between Banks and Bank Holding Companies was made 
plain in the testimony of representatives of the Federal Reserve Board, the 
Comptroller’s Office and the American Bankers Association who testified on 
this Measure-during June and July 1953 (Record of Senate Committee 
Hearings 1953, pages 26, 41, 49, 114, 119 and 120). It has always been 
recognized by the Congress as is evidenced by the language of the /nvestment 
Company Act of 1940 and of Bank Holding Company legislation now in 
force, i.e., the “Holding Company Affiliate” sections of the law (Banking 
Act of 1933 as amended; R.S. Section 5144 as amended; R.S. Section 5155, 
and Section 3 (c) of the Investment Company Act of 1940). 

S.1118—bad as it is—is made doubly obnoxious as a result of this 


erroneous assumption around which it has been drafted. 


SECTION 3: DEFINITIONS: 


There can be little doubt that the language used in this section will 
have the following results: 
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(1) To impose on minority stockholders of Banks the responsibili- 
ties of dominant ownership. 

A voting interest of 25% is deemed to be a “controlling” interest. 
Thus minority stockholders of Banks are required to discharge the 
obligations of majority ownership even though the absolute power of 
such ownership is lacking. 

The Morris Plan Corporation would like to ask the sponsors of this 
Measure to specify the corporate action which can be taken by the 
holders of 25% of the voting securities of a Bank under existing Fed- 
eral or State statutes. It is a matter of common knowledge that no 
action affecting corporate structure or security holder prerogatives 
can be taken anywhere in the continental United States without the 
approval of the holders of a majority (and in many instances not less 
than two thirds) of the outstanding voting shares (Part 1/1, Section C, 
of this Schedule One). 

The sponsors of this legislation are requesting this Commit- 
tee to do something which the Congress has steadfastly refused 
to do, viz: abandon the realistic standard fixed in prior legis- 
lation that “control” means “majority ownership” or the exer- 
cise of majority ownership.’ This is the “standard” that was fixed 
in the Banking Act of 1933 in determining “Holding Company Affli- 
ate” status (12 U.S.C. 78 section 3 (c) ). It is the basis for determin- 
ing the necessity for a “voting permit” to vote the stock of National 
Banks under Revised Statutes, Section 5144 (12 U.S.C, 61). The same 
principle was carried forward in the /nvestment Company Act of 1940 
wherein, after endless discussion with the Banking and Currency Com- 
mittees of both Houses of Congress, majority ownership was made the 
test for determining the business characteristics of Investment Com- 
panies for the purpose of establishing their right to certain of the 
exemptions provided in that law. It is a principle which recognizes the 
fact that “control” is assured only to those who are represented by a 


majority of directors. A great body of state law supports this theory 


1In previous hearings attempts have been made to defend a standard of less than majority 
wnership on the ground that this was the “standard” used in the Public Utility Holding Company 
Act. That Act, however, was designed to bring about a reorganization of Utility Holding Com- 
panies by winding up many of them, in other cases by altering “watered” leverage structures which 
had led to abuse and, generally, by providing for integrated operations in the interest of better 
supervision and increased efficiency. The “standard” fixed under that law was only for the 
purpose of giving the Securities and Exchange Commission jurisdiction over these reorganizations 
and was not intended as a test of continuing liability to “regulation” (Record of Senate Committee 
Hearings 1947, pages 163, 169 and 178; 1950, pages 145, 168, 220 and 246). 
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which is expounded in the Federal statutes to which reference has been 
made (Part I11, Section B, of this Schedule One). 

And it is worthy of special note that the various representa- 
tives of the Federal Agencies and the American Bankers Asso- 
ciation, who have appeared in support of Bank Holding Com- 
pany legislation, have all recommended the adherence to the 
principle that majority responsibility should be related to 
majority control (Record of Senate Committee Hearings 1953, pages 
15, 20-21, 38, 48 and 118). 


(2) To permit the Federal Reserve Board arbitrarily to assign 
dominant owner responsibility without reference to any measurable 
standard whatsoever. 

The tendency of the sponsors of this measure to strike out, wildly, 
against all corporate owners of bank stocks is carried to extremes in 
subparagraph (2) of paragraph (a) of Section 3. If it is true that the 
owners of less than a majority of the voting shares of a Bank, acting 
in concert with others, can exercise majority power, provision can be 
made for this possibility. “‘Dominant Ownership” should be fixed 
by proof of facts which will be susceptible of Court Review 
rather than by leaving this important determination to the 
uncontrolled discretion of some Federal Agency. 

The Morris Plan Corporation will submit herewith suggestions for 
meeting all reasonable desires of the authorities with respect to prob- 
lems resulting from Bank Holding Company activities by amendment 
of existing law. In these suggestions will be found a formula designed 
to provide for Bank Holding Company status in instances where there 
is majority ownership, either separately or through association (State- 
ment of Ellery C. Huntington, Jr., Part V1I).' The formula of The 
Morris Plan Corporation is, in fact, substantially similar to that sug- 
gested by representatives of the Federal Reserve Board and the Ameri- 
can Bankers Association in their appearances before this Committee 
(Record of Senate Committee Hearings 1953, pages 38 and 118). 

The ephemeral standard provided in subparagraph (2) of 
paragraph (a) of Section 3 is the Board’s whimsical “finding” 
that a corporate entity or a group of individuals is exercising 
what is vaguely referred to as “a controlling influence” over 


Bank “‘management or policies.” ; 


would 
could. 


1 This “statement” will be referred to as such or as “Brief.” » Se 
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beer What is “controlling influence’? Is it the power to do what the 
owners of 25% of the voting stock of a Bank might do or is something 
pnita- else intended? Perhaps what is meant is that two or three individuals 
\sso- possessing, collectively, an insignificant percentage of the stock of two 
om- Banks shall run the risk of Bank Holding Company status merely 
» the 


d to 


pages some Federal Agency to be able to make without limitation or restraint? 


because their good advice is followed by management. Is this the type 


of determination which the “Independent Bankers” wish to permit 


The Morris Plan Corporation wonders whether the propo- 
ssign nents of Bank Holding Company legislation have ever really 
rable understood the meaning of the language they have included in 

the various Bills they have submitted. For, since 1947, they have 
‘Idhy insisted on the delegation of unlimited bureaucratic authority in every 
a te measure they have presented (Record of Senate Committee Hearings 
at the 1947, pages 59, 65, 74, 80; 1953, pages 244, 246-249). At the same 
bling time, they have persistently recorded their own abiding fear of Agency 
™ ‘wd discretion (Record of Senate Committee Hearings 1953, pages 15, 74, 


114 and 140). 


fixed 
view The whole attempt in Section 3 to establish an unfair “standard” 
. the for determining Bank Holding Company liability and then wiping out 

even that test by providing for unlimited Agency discretion, is the 
Ls oe more obnoxious because nowhere in S,1118 is there included any 


. “sp wen Me ’ . *9 
prob- right of “Provisional Exemption. 


iment “Provisional Exemption” has been a feature of all prior “Holding 
igned Company” measures adopted by the Congress and is most certainly 
there needed in aid of the potential victims of the “shot-gun” definition 
State section of this Bill (/nvestment Company Act of 1940, Section 3; and 
f The Section 2 (a) (7) of the Public Utility Holding Company Act; Record 
t sug: of Senate Committee Hearings 1947, page 178; 1950, page 246).' 


meri- (3) To lay the foundation for assigning Bank Holding Company 


mittee status to “individuals.” 


In paragraph (c) of Section 3 an attempt is made to impose Bank 


2) of Holding Company liability on individuals loosely associated together 
ling 
‘ising 


as a group even though their joint interest may only be that of a com- 


mon investment. 
over 


Under the “Provisional Exemption” theory a Company could claim “exempt” status and this 
would stand until after a hearing and determination. As S.1118 is drawn, the Supervisory Agency 
ould, without a hearing, declare a company to be a Bank Holding Company and then might delay 
a hearing and determination of the matter for months. 
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The definition provides that the term “company” shall mean, among 
other things, an “organized group of persons” and there can be no 
doubt as to the inclusiveness of the word “person.” 

The Morris Plan Corporation has never believed that the 
Congress would consider making “‘individuals”’ subject to Bank 
Holding Company liability but the proponents of new law have 
persistently attempted to include them (Record of Senate Com- 


mittee Hearings 1947, page 59; 1950, pages 246, 248 and 249). 


(4) To limit the ability of small banks to raise new capital. 


If Section 3 is left as it is there is at least a reasonable possibility, 


‘ 


as has been pointed out in paragraph (3) above, that “individuals” 
may, under certain circumstances, be declared to be “Bank Holding 
Companies.” Under these circumstances—particularly in the case of 
Community Banks where capital is customarily supplied by officers 
and directors and their immediate friends—acting in concert—how 
easy will it be to organize new, independent Banks or to obtain addi- 
tional capital to meet expanding needs or the requirements of Federal 
and State Authorities? 

Not only are the proponents of this legislation endangering 
the capital markets available to small, local Banks under this 
Section 3, but as well, under subsections (a) and (d) of sec- 
tion 5 where Bank Holding Companies are denied preemptive 
rights (and other normal privileges appertaining to stock 
ownership) and are restricted to intra-state investments (see 
Discussion of Section 5 of S.1118 following). 


(5S) To bring about multiple Bank Holding Company liability and 
cumulative regulation. 

Corporate entities (and, under the Bill as drafted, even individuals) 
owning voting shares of a Bank Holding Company could be declared 
to be Bank Holding Companies despite the fact that no bank stocks 
are directly owned by these stockholders. 

This provision is typical of all former Bills supported by the “inde- 
pendents” who are advocating adoption of S.1118. Their appetite for 
“regulating” everyone but themselves is never satisfied. Accordingly, 
they propose, in this Bill, to regulate not only Bank Holding 


2 Person—a human being (natural person) or a body of persons, or in a wider sense, an 
aggregate of property... that is recognized by law as the subject of rights and duties (Webster's 
New International, 2nd Edition, unabridged, 1946, page 2828). 
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Companies which own Bank stocks but stockholders of Bank 
Holding Companies, as well, who do not, themselves, own a 
single share of stock in any Bank. 

Underlying Banks owned by Bank Holding Companies are strictly 
supervised by at least two (and in most cases three) competent authori- 
ties and are, in addition, protected by a great mass of Statute designed 
to insulate them against unfair dealing. If, beyond all this, Bank Hold- 
ing Companies are subjected to regulation just what is the need for 
going further and requiring regulation of stockholders of Bank Holding 
Companies? 

The proponents of this Measure are not only attempting to impose 
cumulative liability by assigning Bank Holding Company status to 
owners of shares of Bank Holding Companies but, at the same time, 
they are piling regulation on regulation by superimposing their new 
legislation on existing law. There has never, in all the Post-War 
Hearings on Bank Holding Company Bills (nor in the Bills 
themselves), been the slightest indication that the present 
cumbersome, antiquated hodge-podge of ‘Holding Company 
Affiliate’ provisions of existing law are to be eliminated if new 
legislation is adopted. On the contrary, Chairman Martin of the 
Federal Reserve Board has made it eminently clear that he and his 


associates would expect existing law to be continued when he said: 


“ 


Legislation of the kind here suggested would not necessitate any 


immediate revision of the provisions of present law relating to affiliates 
and holding-company affiliates.” (Record of Senate Committee Hear- 
ings 1953, page 17). 

The existing “Holding Company Affliate” sections of the law are in 
need of revision in the form of the elimination of outdated provisions 

particularly the “Reserve Fund” clauses. Certainly these provisions 
should not be retained if a whole new body of Bank Holding Company 
legislation is to be enacted. 

The Morris Plan Corporation has consistently objected to the con- 
tinuance of the “Reserve Fund” sections of the present law (Revised 


Statutes, Section 5144, as amended) and to some of the “regulations” 
promulgated by the Federal Reserve Board thereunder. Under this 
law and these regulations it has been impossible for those of our 
Banks which desire Federal Reserve membership to apply for it. If 
they did so—and if we requested a “Voting Permit”—all of our 


small Banks would be compelled to submit to Federal Reserve Board 
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supervision whether or not they might desire it. In addition, both The 
Morris Plan Corporation and The Equity Corporation would be 
obliged to maintain “Reserve Funds” which would, in effect, be 
duplicate pools of capital set aside to guaranty the deposits of under- 


lying Banks. These ““Guaranty Fund” provisions, it will be noted, 


remain in the law despite the fact that practically all Bank 
deposits are now thoroughly safeguarded by FDIC insurance. 

Past Federal Reserve Board members have not hesitated to attack 
us for our reluctance to force our Banks into the Federal Reserve Sys- 
tem but, to date, no proponent of Bank Holding Company legislation 
has suggested the elimination of the unneeded, out-of-date requirements 
which would make such membership possible and attractive (Record 
of Senate Committee Hearings 1947, pages 73-74, 163, 166 and 178; 
1950, page 246). 

What is required to meet the dangers foreseen by the “Independent 
Bankers,” and the Federal officials who are aiding them, is not the 
multiplication of Bank Holding Company liability nor an increase in 
the number of regulatory provisions applicable to unfair dealing (if 
that is the reason for imposing multiple responsibility and regulation) 
but the strict supervision of transactions between underlying Banks and 
any dominant stockholder or any officer, director or employer. This is 
the philosophy of Section 17 of the Investment Company Act of 1940. 
It has been embodied in the amendments to existing law which have 
been proposed by The Morris Plan Corporation in previous hearings 
and which will be re-submitted here (Record of Senate Committee 
Hearings 1947, page 92; 1950, pages 234, 240 and 242; and Brief, 
Article VII). 

(6) To ignore the efficacy of existing Holding Company supervision 
on the part of the Securities and Exchange Commission. 

Under the /nvestment Company Act of 1940 there is the most strin- 
gent and effective control of the affairs of “Registered Investment Com- 
panies” and all their affiliates. The Morris Plan Corporation, The 
Equity Corporation and all affiliates of these companies—including 
affliated Banks—are subject to the provisions of this Act. 

It is scarcely conceivable that the members of this Committee or of 
the Congress doubt either the stringency of the /nvestment Company 
Act or the ability of the Securities and Exchange Commission. If this 
is so, why, then, should the principle of duplicate regulation be 


countenanced? 
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(7) To favor a special class of Bank stock owners by providing for 
the complete exemption of a powerful group of financial institutions 
known as “Mutual Savings Banks.” 

This attempt at exempting Mutual Savings Banks highlights 
the duplicity of the so-called “Independents” who framed this 
measure. They cry ““Monopoly” as an excuse for their vicious 
proposals and then provide for it in the very measure they 
present. 

It also emphasizes the highly privileged position of these Savings 
Institutions which, possessing tax advantages not granted Banks, are 
more and more being extended full banking powers and business rights 
not available to Banks such, for example, as the sale of life insurance 
and, in effect at least, limited conduct of the business of investment 
companies (Discussion of Section 6 of S.1118, following, of this 
Part 1). 

Are these extraordinary prerogatives of Mutual Savings Banks now 
to be extended to permit of unrestricted bank expansion while com- 
petitors are restricted as contemplated in this Bill? 


(8) To favor other agglomerations of capital which control banks. 

It is well known that other pools of capital—in addition to ordinary 
corporations—own the securities of a variety of enterprises. Included 
among the entities representative of such capital aggregations are 
unions, foundations, welfare funds and pension trusts. Among these, 
unions or union welfare funds control numerous Banks and insurance 
companies (Schedule Two, part V ). 


The “Independents” have framed a vicious Measure which is 


directed at funds which investors have contributed to corporate owners 


of bank stocks. This capital represents the earnings and savings of the 
public just as do the moneys which are held in the treasuries of unions 
or their welfare funds. 

Have the “Independents” some good reason for considering one 
collection of wages and savings more sacrosanct than the other? Or has 
this discrimination which is so evident been motivated only by the con- 
sideration of “good politics”? 

It would have been such a very easy matter to have drafted S.1118 
in such a way that it would not have had the special exclusions with 
which it now abounds, that it is quite evident that they are the product 
of deliberation and not inadvertence. 
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(9) To impinge on State Authority through the exercise 
of Federal Reserve control over State Banks which are not Fed- 
eral Reserve members, and corporate and individual owners of the 
securities of such Banks, despite the laws of the State concerned and 
despite the purely intra-State characteristics of the ownership involved. 

Whatever the “Independent Bankers” may say to the contrary, this 
is the effect of their proposal as it was of the Measures they sponsored 
in 1947 and 1950. 

And it will be observed that reciprocal authority to State Banking 
Departments over the activities of National Banks operating within 
their jurisdiction, is carefully omitted from this Bill. 


SECTION 4: REGISTRATION, REPORTS & EXAMINATIONS: 


Here a gesture is made to the Comptroller, the F.D.I.C. and State De- 
partments in directing the Federal Reserve Board to use the reports of 
examinations made by these agencies “so far as possible.” 

The language used leaves wide discretion in the Federal Reserve Board 
to burden Bank Holding Companies and underlying Banks with multiple 
examination and reporting and could be the means of adding to the stagger- 
ing costs which overgrown bureaucracies are already imposing on American 
enterprise. 

If the “Independent Bankers,” who prepared this Bill, had been at all 
interested in the burdens of their fellow bankers or had intended to recog- 
nize the efficacy of the work of established Agencies, it would have been a 
simple matter to make the acceptance of reports of such Agencies mandatory 
“except in instances where material, essential to the reasonable administra- 
tion of the Act, is not therein contained.” 


SECTION 5: ACQUISITION OF BANK SHARES OR 
BANK ASSETS: 


This section has been designed by the “Independents” to control Bank 
Holding Company “expansion” and to prevent what they call “monopoly in 
banking” (Record of Senate Committee Hearings 1953, pages 57, 94 and 
135-136). In their overpowering desire to destroy Bank Holding Company 
entities they have sought to accomplish their purpose by including, in Section 
5, prohibitions against transactions over which Supervisory Agencies now 
have full control under other law thus duplicating existing legislation 
(Record of Senate Committee Hearings 1953, pages 17, 18, 39 and 50; 
and Part II1, Section B, following, of this Schedule One). 
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Federal Agency representatives who appeared at the 1953 Hearings 
in support of Bank Holding Company legislation ridiculed Section 5 and 
went out of their way to emphasize the fact that the only possibility for 
“uncontrolled” Bank Holding Company expansion lies in the direction of 
stock purchases (Hearings 1953, pages 16 and 50). 

The objections to Section 5, however, are not limited to the duplications 
which are involved. It is much more distasteful in its assignment of discre- 
tionary power, its destruction of property rights, its interference with State 
authority and its attempt to confine corporate activities to the borders of a 


single State. 


{gency Discretion 


Subdivision (1) of paragraph (a) of this section contemplates that 
neither corporate nor individual investors may become the owner 
of shares of more than one (1) Bank without Federal Reserve consent. 

It will be observed that this is an absolute prohibition against the 
acquisition of more than 25% of the outstanding shares of more than one 
Bank. In other words, even bank share owners who are willing to register as 
Bank Holding Companies can do so only if a Federal Agency, in its absolute 
discretion and without reference to any given set of conditions, deems this 
advisable. 

So now, in addition to all the tremendous authority which is 
vested in it, the Federal Reserve Board is going to be empowered 
to tell the people of our country when and where they can invest 
in the shares of Banks. 

If the self-styled “Independents,” who are so avidly supporting this 
Bill, desire to retain their own freedom and initiative they ought to be wary 
of legislative proposals such as this. They are suggestive of a paternalism 
which is not compatible with a system of individual initiative and risk-taking 
such as ours. 

No other law, Federal or State, goes this far in the assignment 
of autocratic power to a bureaucracy. Even the denial of branch estab- 
lishment—where broad agency authority has been granted—must be based 
on reasons which, in theory at least, are related to community needs which 


are, in fact, the corner stones of banking franchises (see Part I/] following). 


Destruction of Property Rights 


Subdivisions (2) and (3) of paragraph (a) of Section 5 illustrate 
the propensity of the “Independent Bankers” for the destruction 
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of property rights. They, also, highlight the abiding determination 
of this group to undermine State power. 


Property rights are obviously affected since no Bank Holding 
Company could, without Federal Reserve consent: 


(1) Exercise preemptive rights to subscribe to new shares on an 
increase in capital of an underlying Bank nor receive its proportion of 
shares deliverable on the declaration of a stock dividend;' nor 

(2) Liquidate a majority owned or wholly owned Bank and receive 
its assets;* nor 

(3) Bring about the merger of an underlying Bank into another 

Bank (even in cases where the Bank Holding Company stock interest 
might be reduced to a minority position), 
Although, in such eases, the Banks involved were non-member 
State Banks and although, too, State Authorities had approved 
of the proceedings and the provisions of State law had been 
fully met.’ 


Proponents of Bank Holding Company law hit at the Bill’s attempt to 
destroy property rights but they were concerned only with the damaging 
results to majority stockholders (Record of Senate Committee Hearings 
1953, pages 49 and 123). What would happen under S.1118, how- 
ever, to the minority stockholders who would be Bank Holding 
Companies? 


Patently, the preemptive rights of both majority and minority stock- 
holders should be preserved. 


Under this outrageous section, as it is drawn, a Federal Agency, 
by withholding consent, could, in time, convert a majority position 
into a minority one and thus destroy the entire value which is 
normally attributable to “Control.” It could then make matters 


1 Jt will be observed that this could, in time, mean that Bank Holding Company ownershiy 
could be whittled away from a majority to a minority position thus destroying the “control” 
value of the Bank Holding Company interest. Who could compensate the Bank Holding Company 
and its stockholders for the loss of this value? And, after the Bank Holding Company thus became 
a minority stockholder, would it still be a “Bank Holding Company”? 


2A corporate owner of bank stocks and other securities which elected to dispose of its 
bank stocks to avoid Bank Holding Company status might have a difficult time doing this since 
Agency consent would be required. The effect of Section 5 is even more startling when it is 
realized that one of its objectives is the elimination of inter-State investments. By what right, 
then, ‘would a Federal Agency be interfering in proceedings of a purely local character? 


1A corporate owner of bank stocks and other securities which elected to dispose of its bank 
stocks to avoid Bank Holding Company status might have a difficult time doing this since Agency 
consent would be required. The effect of Section 5 is even more startling when it is realized that 
one of its objectives is the elimination of inter-State investments. By what right, then, would a 


Federal Agency be interfering in proceedings of a purely local character? 
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ion worse by denying preemptive rights to the very minority interest it 
had thus created. 

ding Paragraph (b) of Section 5 and subdivision (3) of paragraph (a) 
cover the sale of bank assets and bank consolidations. These provisions are, 

1 al or course, wholly unnecessary since such transactions are amply safeguarded 

n of under existing law (Schedule One, Part Ill, following; and Record of 


Senate Committee Hearings 1953, page 50). 


eive Interference with State Authority 

Paragraph (d) of Section 5 deals with out-of-Siate holdings of bank 
the: stocks but the impact of this paragraph on property rights and State Author- 
Test ity is the same as that of paragraph (a). 

A part of the difficulty under paragraph (d) arises from the failure 
ber of the “Independent Bankers,” who wrote this Bill, to distinguish between 
ved “bank stock purchases” and “branch establishment” (see Section 2; discus- 
een sion, above). Certainly “bank stock purchases” should not be treated as if 

this were the equivalent of opening new “branches” as is attempted here 
rt to (Record of Senate Committee Hearings 1953, pages 39, 49 and 122). 
png Another weird extension of Federal control is proposed in paragraph 
me (d). This is the attempt to limit, by Federal Statute, the right of a State to 
— determine whether a foreign corporation may or may not purchase bank 
ling stocks within that State. This, clearly, is unwarranted interference with 

the power of Local Authorities to determine the conditions under 
ock which a foreign corporation may domesticate. 

Paragraph (d) in addition to its other faults, attempts to close 
acy, outside Capital markets to the Banking industry. This is not only 
ion unrealistic but highly dangerous doctrine. 
= If bank expansion, through bank stock purchase, or otherwise, is 
ters reasonably controlled (as we believe can be acceptably done and as we shall 

propose) there will be no need to distinguish between inter-State and intra- 
mens State transactions. 
an The “Independents’ ” attempt to eliminate inter-State bank stock mar- 
fe kets was objected to by Federal Agency officials and the A.B.A. spokesman 
Rh as follows: 
. From Memorandum of Federal Reserve Board; (Record of 
Senate Committee Hearings 1953, page 41): 
a “In addition, the bill would prohibit any Bank Holding Company or 
br a any of its subsidiaries from acquiring bank shares or assets across State 


lines xxx. 
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We believe that the Federal Government should not encroach upon 
the right of States to determine their own policies xxx as to Bank Hold- ice to 
ing Companies.” 
From Supplemental Statement of American Bankers Association (id Auth 
page 120): oer 

Xxx purp¢ 


Comments.—If this proposed policy as to local ownership were to certal 


become effective, it would seriously impair the marketability of the . 
shares of stock of a bank. Lack of a suitable market for bank shares Auth 


could depress the current price thereof and discourage bank shares as a For t 
desirable investment. Large banks in metropolitan areas as well as takes 
small banks in rural communities would be affected. The larger banks, purck 
which supply the bulk of the bank credit requirements of industry and meth 
commerce of our country, especially need substantial capital to do so. 
As a result, considerable of their capital is supplied by shareholders 
outside of their metropolitan areas. The shares of many of the large 
banks are widely held. 

At the present time there exists no restriction upon the geographical 
ownership of the shares of banks. Congress has expressly permitted 
branch banking where States permit it and therefore has expressly per- 
mitted the complete converse of local ownership in this respect. So far 
as the policy with respect to competition is concerned, such policy 
already has been declared in the Clayton Act and further repetition is —_ 

unnecessary.’ 

And even one of the “Independents” made it evident that he, at least, 
considered local markets as wholly inadequate. He said: 

“One other point should be stressed: In spite of the prosperous con- 
dition of our Nation, the unlisted and almost unmarketable stocks of 
our very best unit banks will frequently sell for prices far below their 
true book value. This creates a problem for the successful unit bank 
officer who may have grown old in the service of his bank with a large 
part of his estate tied up in the stock of that same bank.” (id pages 
80-81) 

It would seem that the overzealous “Independents” who are 
urging the adoption of this monstrosity they call a Bank Holding 
Company Bill, would not only promote Federal Authoritarianism 
but would make it more effective by isolating State Departments 
behind 48 “Iron Curtains.” 


1 Comments dealt with 8.76 but apply to 8.1118 as well. 
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Paragraph (c) of Section 5 represents a feeble attempt to pay lip serv- 
ice to State Authority. 


. 


The important thing to note about paragraph (c) is that State 
Authority is granted only a veto power and that it is given no rights 
over National Bank action within the State. This is in contrast to the 
purpose of this Measure to give the Federal Reserve Board control over 
certain State Non-Member Banks. 

In paragraph (6b) of Section 5 a show of further concession to State 
\uthority is made. Here the concession is more apparent than real. 
For the “Independent Bankers” must have known that bank development 
takes place normally through consolidation rather than by means of asset 
purchases because of the tax disadvantages inherent in the asset purchase 
method. 

While the concessions to State Authority under paragraph (b) 
are, therefore, illusory, there is no doubt about the interference 
with property rights. Here, again, we find that, under the language of 
this paragraph, the inherent right of any stockholder or group of 
stockholders to exercise his, its or their power to bring about cor- 
porate dissolution is abridged if not denied. 


SECTION 6: INTERESTS IN NON-BANKING ORGANIZATIONS: 


This section typifies better than any other the punitive and confiscatory 
intent of the sponsors of this Bill. 


Exemption for the Favored Few 

In essence, it is provided, in Section 6, that Bank Hoiding Companies 
may hold only such non-banking assets as are customarily permitted Banks 
themselves. However, in furtherance of the apparent desire of the 
Independent Bankers to favor certain “special interests,” provision 
has been made to exempt certain Banks which may be Bank Holding 
Companies (i.e. the Mutual Savings Banks) from the consequences of 
the language of this Section (Section 3; discussion, above; and Record of 
Senate Committee Hearings 1953, pages 48 and 121). 

The exclusion of Mutual Savings Banks from Bank Holding Company 
Status was too much for even the proponents of Bank Holding Company 
legislation (Record of Senate Committee Hearings 1953, pages 48 and 121). 
The exclusion of these institutions is particularly incongruous in 
view of the fact that they are, increasingly, being given the power to 
engage in a variety of non-banking businesses. Thus they are permitted 
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to buy, sell and deal in real estate, to make loans on the security of real 
estate and to sell life insurance in competition with established and espe- 
cially supervised life insurance companies. They have, also, within recent 
years been given wide investment privileges and have even been authorized 
to own a “Registered Investment Company” through the medium of which 
they can engage in almost any type of enterprise (Schedule One, Part I11). 


Unlimited Investment Privileges by Indirection 

The exemption of Mutual Savings Banks from the conse- 
quences of this measure (under Section 3) is no more incongruous, 
however, than the permission granted in subsections (5) and (6) 
of paragraph (b) of Section 6, for the unlimited ownership of 
investments under certain conditions as follows: 

Subsection (5) looks as if it may have been inserted to indicate recog- 
nition of State law. The probability, is however, that it is in this Bill because 
the Mutual Savings Banks were fearful that the exemption granted under 
Section 3 might not hold. This is undoubtedly the reason for per- 
mitting the ownership by non-member Banks of any investment 
permitted by State law—a special privilege denied other Bank 
Holding Companies by the very “Independent Bankers” who say 
that Banks must have no affiliations other than those strictly limited 


to Bank operation and management! ! ! 


Subsection (6) leads to even more ridiculous consequences than sub- 
section (5) through the broad right which it grants all Bank Holding Com- 
panies to own “Investment Companies.” What is intended, presumably, is a 
“Registered Investment Company’—one qualified under the /nvestment 
Company Act of 1940. But such a company could carry on almost any 
business imaginable and so, indirectly, could the owning Bank Holding 
Company. This means that the “Independent Bankers,” in subsec- 
tion 6 of their weird Section 6, are giving full right to do by indirec- 
tion what is forbidden to be done directly. This would indicate 
either that the “Independent Bankers,” themselves, do not con- 
sider “Diversification” a real “Evil” despite their assertions to the 
contrary or that they do not understand the meaning of the language 
they have used in their own bill. 


Why are Registered Investment Companies denied Exemption? 

The privilege thus extended under Section 6, which permits of Invest- 
ment Company ownership, and the exemption to Mutual Savings Banks, 
granted in Section 3, (and under Section 6 (b) (5) ) which allow these 
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institutions (which can engage directly and indirectly in a wide variety of 
businesses) to continue their activities free of Bank Holding Company 
liability, demonstrate the complete unfairness of this Bill. For no attempt 
is made anywhere in this Measure to recognize the special status of Bank 
Holding Companies which are “Registered Investment Companies” or 
\ffliates of Registered Investment Companies as are The Equity Corpora- 
tion and The Morris Plan Corporation. 

“Why,” we ask, “this most favored treatment for Mutual 
Savings Banks (and other non-member Banks) and the liberaliza- 
tion of investment restrictions through an Investment Company 
subsidiary without consideration of the regulated status of those 
Bank Holding Companies which are, themselves, specially super- 
vised under the Investment Company Act of 1940?” 


A Registered Investment Company would be compelled to become a 


Bank Holding Company 


This section of the Bill is not only harsh and punitive but may prove 
completely destructive of values. For, under the definition section (Section 
3), a Bank Holding Company owning less than a majority of the 
shares of an underlying Bank would not have the free choice-— 
since Agency consent, under Section 5, and the approval of at least 
a majority of all outstanding voting shares would be required (Part 
III of this Schedule One )—of merger, sale of assets or even liquida- 
tion of underlying Banks in order to obtain full value. It would have 
only the right to sell its minority shares at the sacrifice which would be 
involved in any such distress offering. 

The punitive provisions of this section of the Bill are made 
doubly harsh because of the naive assumption of the “Independent 
Bankers” that an owner of Bank stocks and other securities will 
wish to liquidate his other securities and keep his Bank stocks. 
This will not necessarily be so. In any event, the interests of the stockholders 
of the owning company will be determining. What may be required, in 
stockholder interest, will be the liquidation of Banks and bank stocks. 

Despite this obvious unfortunate possibility, however, no provision 
is made anywhere in this measure for the disposition of Bank In- 
vestments (Section 11). In fact—as was pointed out under Section 5 
the ordinary media for Bank and bank stock liquidation are denied poten- 
tial Bank Holding Companies. This is true also under the Tax Section (Sec- 


tion 11) of the Bill. 
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Capital Markets would be destroyed 


Section 6 is as unrealistic as it is harsh in that its unreasonable divest- 
ment mandate would greatly limit the ability of Bank Holding Companies 
to supply new capital to underlying Banks. If Bank Holding Companies are 
successful in their operations they should accumulate surplus funds. Good 
investment practice would dictate that these funds be placed in a’ varied 
list of securities rather than in additional bank shares. Like other “Invest- 
ment Companies,” Bank Holding Companies should be permitted some 
reasonable diversification. The Congress has incorporated this principle into 
other banking statutes as, for example, R.S. Section 5144 (referred to under 
the discussion, above, dealing with Section 5 of S.1118), where it is spe- 
cifically provided that the principle of diversification must be fol- 
lowed in connection with the investment of “Reserve Funds” which, under 
R.S. Section 5144, Holding Company afhliates must maintain for depositor 
protection. 


Do the Independents understand the meaning of their Bill? 

This Section 6, and Section 5 just preceding, are so obviously vicious, 
dangerous and destructive as to make it impossible to believe that any fair- 
minded American could speak in favor of the adoption of a Measure of 
which they are a part. And yet the representatives of the “Independent 
Bankers” who are supporting S.1118 are either so unaware of the meaning 
of the provisions they have incorporated into it, or so unconcerned with its 
devastating effects, that they have characterized it as a benign, non-punitive 
Measure (Brief, Part 11). 


SECTION 7: BORROWING BY BANK HOLDING COMPANY OR 
ITS SUBSIDIARIES: 


Transactions of the character mentioned in this section would probably 
not be countenanced by the Comptroller, the F.D.I.C. or State Authority 
under existing law which is amply broad to permit of supervisory action. 
They are, of course, strictly forbidden by Section 17 of the Jnvestment Com- 
pany Act of 1940 to the provisions of which The Morris Plan Corporation is 
subject and under which practically no inter-affiliate transactions of any 
kind are permitted unless Securities and Exchange Commission approval has 
first been obtained.’ 


1In any event loan transactions should be restricted for individuals as well as corporation 
thus barring all “Insider” dealing. 
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SECTION 8: RESERVATION OF RIGHTS TO STATES: 
This is a meaningless recognition of State Authority with which the 
Federal Agencies could not constitutionally interfere in any event. 
SECTION 9: HEARINGS AND REVIEW: 


The “Independent Bankers,” who have been proposing measures 
similar to $.1118 for years have, for the first time, included a reasonably 
adequate “Review Section.” It is gratifying to note that our previous objec- 


tions to the omission of these vital clauses have been heeded. We would 


suggest, now, that the reformation be made complete by compelling Agency 


certification of the facts on a “failure to act” as fully as in a case where 


action is taken, thus minimizing appellant expense. 
SECTION 10: PENALTIES: 


It should be made clear that “conviction” for the purposes of the section 


shall be related only to a final determination after appeal under Section 9. 


SECTION 11: TECHNICAL AMENDMENTS: 


The amendments proposed should be varied to conform to the purposes 
of the Congress as evidenced in such Bank Holding Company legislation as it 
may ultimately adopt. 

The suggested amendments are generally unsatisfactory in their dis- 
regard of the existence of a whole set of laws defining Bank Holding Com- 
panies and regulating their activities. There would seem to be no excuse 
whatsoever for duplicating legislation, as would be the case if 
S.1118 should become law without the simultaneous repeal of 
existing “Holding Company Affiliate” provisions. 

Section 11 is, also, objectionable as now drawn in that the paragraphs 
dealing with tax relief are inadequate in their failure to recognize the neces- 
sity for multiple distribution or the possibility that potential Bank Holding 
Companies may wish to liquidate their bank investments rather than other 


holdings as has been pointed out in the discussion of Section 6, above. 
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PART I — SECTION B 


Paraphrases of Proponents’ Allegations 
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(A) 1947 and 1950 Hearings: 


(1) Unregulated Expansion and Banking “Monopoly”: 

(a) The ability of Bank Holding Companies to make bank purchases 
lends itself to its increasing use of vast resources that can be controlled 
and used for the benefit of bank holding managers.’ 

(b) The Independents who are numerically strong should be kept so 
and banking concentration should be controlled—particularly that which 
results in Bank Holding Company expansion since this is but branch banking 
free of the customary restrictions.” 

(c) Dangerously large Bank Holding Companies continue to acquire 
independent banks and banking concentration will result unless there is 
regulation.* 

(d) Bank Holding Companies can amass huge resources and use 
them at the expense of independents.* 

(e) The concentration of banking facilities indicates the need of 
regulation.° 

(f) So much banking power has been concentrated in Bank Holding 
Companies that control is needed to avoid socialization and nationalization. ' 


(2) Bank Holding Company Operations as the Equivalent of 
Branch Banking: 
(a) Bank Holding Companies should be regulated as Banks.’ 
(b) Bank Holding Company operations are in substance branch 
banking free of the restrictions which apply to branch banking.’ 
(c) Bank Holding Companies should be examined and regulated 
just as are independent Banks.” 


(d) Although Bank Holding Companies are not undesirable, un- 
limited expansion of Bank Holding Companies is dangerous and it is there- 
fore required that Bank Holding Companies shall be regulated as banks.* 


(3) Segregation of Nonbanking Interests: 


(a) The combining of banking and non-banking businesses is danger- 


11947 Hearings, page 17. 

21950 Hearings, page 88. 

3 1947 Hearings, page 44. 

41950 Hearings, page 40. 

5 1947 Hearings, page 17; 1950, page 25. 
6 1947 Hearings, page 45. 

11950 Hearings, page 25. 

2 1950 Hearings, page 68. 

3 1950 Hearings, page 127. 

41950 Hearings, page 45. 
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ous and therefore Bank Holding Companies should be regulated as banks.’ 
(b) Divestment is required in keeping with sound banking prin- 
ciples.’ 
(4) Further Reasons for Control: 


(a) Bank Holding Companies may use underlying deposits anywhere 
and in any manner without accountability to any supervisor.’ 


(b) Bank Holding Companies avoid common supervision of their 
various units.* 


(B) 1953 Hearings: 
(1) Unregulated Expansion and Banking “Monopoly”: 
(a) Bank Holding Company monopoly may lead to Federal owner- 
ship of banking (socialization).' 


(b) While there is no indication of active Bank Holding Company 
purchasing of Banks, expansion should be regulated or a small group of 
Banks will control all banking.’ 


(c) Continuous buying of one Bank Holding Company into another 
is dangerous.” 
(2) Bank Holding Company Operations as the Equivalent of 
Branch Banking: 


(a) Bank Holding Companies circumvent the law by establishing 
their “branches” across State lines when Banks cannot do this.* 


(b) In substance Bank Holding Company banking is “branch 
banking.” 


(c) Bank Holding Company operations will lead to nation-wide 
banking systems which would be bad for the communities since the “Inde- 
6 Sy 
pendents”’ serve local needs better than absentee owners.° 


(3) Segregation of Nonbanking Interests: 


(a) A fundamental principle of banking is that Banks should not 
own businesses.’ 


5 1950 Hearings, page 25. 
6 1950 Hearings, page 39. 
7 1950 Hearings, page 75. 
8 1950 Hearings, page 75. 
11953 Hearings, page 68. 
2 1953 Hearings, page 86. 
3 1953 Hearings, page 73. 
41953 Hearings, pages 57 and 65. 
5 1953 Hearings, page 68. 
6 1953 Hearings, page 72. 
11953 Hearings, page 86. 
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(b) Through the Bank Holding Company device a Bank can evade 
the legal prohibition against engaging in outside businesses.” 

(c) Since Banks should ve prohibited from engaging in extraneous 
businesses, because different managerial attitudes and different risks are 
involved, and because depositors’ funds should be employed only in accord- 
ance with “sound banking practices,” therefore, a corporation which controls 
nonbanking businesses should not be permitted to own Banks thus exposing 
depositors’ funds to illegal diversion for the benefit of nonbanking busi- 


nesses.° 
(4) Further Reasons for Control: 

(a) Bank Holding Companies are a drain on the public treasury 
since they have been financed by loans from Federal Agencies.* 

(b) Bank Holding Company operation leads to stock manipulation 
and the intimidation of underlying bank management. ° 

(c) Bank Holding Companies siphon off the earnings of subsidiary 
Banks and in so doing “weaken the protection to depositors.” 


(d) Bank Holding Company operations endanger “competitive 


> 


credit. 


2 1953 Hearings, page 132. 

31953 Hearings (Federal Reserve Board memo) page 3° 
41953 Hearings, pages 60 and 87. 

5 1953 Hearings, page 81. 

61953 Hearings, page 78. 

71953 Hearings, page 94. 
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PART I— SECTION C 
Proponents’ Own Criticism of $.1118 
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What have witnesses, who have appeared at the 1953 Hearings in favor 
of Bank Holding Company regulation, had to say about certain of the 
arguments advanced by the “Independent Bankers” in support of this Bill 
and about some of the language of the Bill? 


First: Bank Holding Company status: 


(A) Majority control as test: 


The representatives of the various supervisory agencies and of the 
American Bankers Association who testified on the Definition Section (Sec- 
tion 3 of S.1118) were uniform in their opinion that “majority stock con- 
trol” (or its equivalent in “power to elect a majority of the directors’’) 
should be the basis for determining Bank Holding Company status. This has 
consistently been the position of The Morris Plan Corporation. (Record of 
Senate Committee Hearings 1953, pages 15, 38, 48 and 118; see also Sched- 
ule One, Part I, above). 


(B) Agency discretion opposed: 

As has been pointed out in Part I, above, the Bill under discussion con- 
tains provisions giving the Administrative Agency concerned the broadest 
possible discretionary authority to determine Bank Holding Company status 
(Section 3 of S.1118). 

The Morris Plan Corporation has consistently opposed the granting 
of unrestricted power of this type to any Federal bureaucracy (Record of 
Senate Committee Hearings 1947, pages 59, 65, 74, 80; 1953, pages 244, 
246-249 and Schedule One, Part 1, above), and we are glad to see that even 
some of the advocates of Bank Holding Company law share this view. Thus 
Chairman Martin of the Federal Reserve Board had the following to say: 

“The mere possibility that in the future some arrangement might be 
devised to evade the law does not, in our opinion, warrant the vesting of 
unlimited authority in the Administrative Agency to bring within the cover- 
age of the legislation companies which would not meet the percentage 
requirements of the definition.” (Record of Senate Committee Hearings 
1953, page 15). 

And Mr. Boyles of the American Bankers Association testified as 
follows: 

“We do not believe that it should be left to the discretion of any 
Federal Agency to determine if a company is to be considered as a Bank 
Holding Company. Provision should be made to minimize the delegation of 
discretionary authority to the Federal Agency.” (Record of Senate Com- 
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mittee Hearings 1953, page 114). 

Even Mr. Harry Arthur, President of the Arthur State Bank of Union, 
South Carolina, after having whole heartedly endorsed the Bill, stated (to 
Senator Robertson) : 

“Senator, let us not concentrate on more power in the Federal Reserve. 
They have enough power already, and we do not want to build up any more 
empires. It seems to me I understood when the present Administration took 
over, they were going to decentralize authority and decentralize power in 
Washington. I do not believe we want to give them too much authority.” 
(Record of Senate Committee Hearings 1953, page 74). 

And another proponent of this Bill, Mr. Harry J. Harding, President 
of the First National Bank of Pleasanton, California, and President of the 
Independent Bankers Association of the 12th Federal District, expressed 
concern on this point. He said: 

“Gentlemen, we feel that we do not want to give the Federal Reserve 
Board or any Agency the power that is implied here, of exempting com- 
panies, without certain definite standards.” (Record of Senate Committee 
Hearings 1953, page 140). 


(C) Exemption of “favored few” among corporate owners 
of bank stocks: 

Under Section 3 of the Bill, Mutual Savings Banks have been freed of 
Bank Holding Company liability and under Section 6 there are two exemp- 
tions which seem to vitiate the very purposes of the section. First: Banks 
which are Bank Holding Companies would have the benefit of all local 
exemptions. This subsection (b) (5) was evidently inserted as added pro- 
tection to Mutual Savings Banks which now have broad investment powers 
under State laws (Part | of this Schedule One, above); and Second: Any 
Bank Holding Company may own an “Investment Company” and thus, in- 
directly, engage in almost any business imaginable. 

These bizarre “exemptions” make it quite evident that the “Independent 
Bankers” do not know the meaning of Section 6 or, if they do understand 
their own language, they do not believe in the philosophy they have enun- 
ciated (Part I of this Schedule One, above). 

This principle of “special exemption” was criticized by Mr. L. A. 
Jennings, Deputy Comptroller of the Currency, and Mr. Boyles, represent- 
ing the American Bankers Association (Record of Senate Committee Hear- 
ings 1953, pages 48 and 121).' 

1 There are other exclusions, not specifically mentioned in section 3, which would, nonetheless, 


exist, including Labor Unions, Welfare and Pension Funds and other pools of capital (Part I of 
this Schedule One, section 3, discussion ). 
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Second: Bank Holding Companies as Banks: 

The incredible assumption of the “Independent Bankers” that Bank 
Holding Companies have the characteristics of “Banks” was dealt with, 
effectively, by representatives of the Supervisory Agencies and of the Ameri- 
can Bankers Association who testified at the Hearings on S.1118 held during 
the past summer. In this connection the following statements are pertinent: 

Mr. L. A. Jennings, Deputy Comptroller of the Currency: 

“It is recommended that the ‘declaration of policy’ appearing in Sec- 
tion 2 of S.1118 be stricken from the Bill. Branch banking and bank hold- 
ing company operations are not the same and such a declaration of policy 
could only lead to confusion.” (Record of Senate Committee Hearings 1953, 
page 49). 

Mr. J. L. Robertson, Member of Board of Governors, Federal Reserve 
System: 

“Now, branch banking is entirely different from the other type. The 
legislature may not have spoken with respect to holding company banking. 
Any provisions in a Federal statute which would say that the language of the 
State in its statutes dealing with branch banking shall be applicable to hold- 
ing companies would prevent the people of that State from passing upon 
holding companies in any other way.” (id page 26) 

Mr. George R. Boyles, Chairman of Committee on Legislation, Ameri- 
can Bankers Association: 

“Legislation should not contain a declaration of policy which would 
for the purposes-thereof constitute bank holding company and its sub- 
sidiary banks as a branch banking system. Actually there exist considerable 


differences between holding company operations and branch banking, 


especially with respect to regulation, form, and type of ownership and con- 
trol. These differences have been recognized universally over the years by 
legislators, bank supervisors, and bankers. It is believed that to constitute 
bank holding company operations as branch banking would result in serious 
conflict and confusion as to existing laws in several States where branch 
banking is restricted or prohibited and some form of holding company 
operations are authorized.” (id page 114) 

We have, elsewhere, referred to this point and the vast distinction 
between “Branch Banking” and Bank Holding Company operations has been 
too fully briefed to need further elucidation (Record of Senate Committee 
Hearings 1953, page 125; and Schedule One, Part I, above). 


Third: Monopoly and uncontrolled expansion: 


Section 5 of the Bill contains sweeping provisions designed to control 
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Bank Holding Company expansion and, in attempting this, ignores property 
rights and includes transactions now amply covered by existing law. Repre- 
sentatives of the Federal Agencies and the American Bankers Association, 
who testified in 1953, thoroughly demolished this section of the Bill and left 
little that need be added by way of further criticism (see Part I, above; 
Section 5, discussion). 

The charges that Bank Holding Companies are guilty of banking 
“monopoly” and that they are stifling “competitive credit” have been dealt 
with in other portions of the material being submitted by The Morris Plan 
Corporation in opposition to $.1118 (Brief, Part III, Article First; and 
Schedule One, Part 1, above). These charges are simply hob-goblins con- 
jured up by “Independents” who have, for years, been trying to keep com- 
petition from their own neighborhoods by leveling these unsupported accusa- 
tions at Bank Holding Companies (Part /, Section A, above). 

And beyond the plain fact that the record does not support the charges 
but, on the contrary, completely refutes them (id), one of the witnesses who 
spoke in favor of S.1118 (Mr. Steel, in answer to Senator Bennett) was 
honest enough to admit that his small, independent institution “‘would have 
no particular fear with respect to their (Banks owned by Bank Hold- 
ing Companies) ability to take business away”’ (Record of Senate Com- 
mittee Hearings 1953, page 69) and other “Independents” agreed with this 
opinion (id: pages 73, 86). 

Fourth: Non-bank interests: 


The Confiscation Section of $.1118 (Section 6) has been discussed 
elsewhere (Brief, Part II], Article Third; and Schedule One, Part I, above) 
and is dealt with more fully in the statement of Mr. Arthur J. Morris in 
opposition to $.1118. 

It is interesting to note, however, that the “Independent 
Bankers” in the very measure they are proposing would permit 
special classes of Bank Holding Companies to own interests unre- 
lated to their banking activities while forbidding this to all other 
Bank Holding Companies. This has been accomplished in two ways: 

(1) By providing special exemption for Mutual Savings Banks, which 
would be allowed to continue their varied businesses' (Brief, Part 1/1, 


Article Third; and Schedule One, Part 1, Section A, above); and 


1In addition to the major exemptions found in Sections 3, 5 and 6 of the Bill (see: Part / 
discussion of these sections), it is significant that there was a general tendency, among witnesses 
advocating legislation, to desire minor exemptions of one kind or another, Thus it was suggested 

that Bank Holding Companies might own interests in organizations rendering “auditing, appraising 

or investment counselling” services (Record of Senate Committee Hearings 1953, page 117). 
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(2) By permitting certain Bank Holding Companies investment privi- 
leges not generally accorded other Bank Holding Companies. These exemp- 
tions for “favored Bank Holding Companies” would apply to non-member 
State Banks which are Bank Holding Companies (Section 6 (6) (5) ). 
[hese would include, of course, Mutual Savings Banks (which are largely 
non-member institutions) which are made wholly free of Bank Holding 
Company liability (Section 3). 

These are strange exemptions especially when it is considered that 
Banks are, more and more, being permitted to broaden their investment 
portfolios and carry on extraneous businesses. These Banks, generally, do 
time sales financing and carry on a personal loan business formerly done 
by Finance Companies and by Industrial Banks under special acts; they do 
a large real estate loan business; they act as insurance agents selling insur- 
ance of all types; they issue life insurance policies in competition with 
established insurance companies; they now invest in a wide list of common 
stocks and own “Investment Companies” through which they can engage 
in almost any activity imaginable (Part //1, following). 

In fact, Section 6 (6) (6) of this very measure expressly 
permits Bank Holding Companies to own investment companies. 
As has been pointed out (Part /, above) this inexplicable exemption would 
mean that Bank Holding Companies could, by owning Investment Com- 
panies, carry on or be interested in an unlimited variety of businesses. 
In other words the “Independents,” who have been so vociferous about 
the direct ownership by Bank Holding Companies of a diversified list 
of investments, are evidently willing to permit indirect diversification with- 
out limit. Yet, under this Bill, The Morris Plan Corporation and its 
Affiliates, which for years have been subject to the provisions of 
the Investment Company Act of 1940, would be limited to the 
ownership of bank stocks and nothing else. 

With this strange exemption provided in subsection (6) of paragraph 
(6) of Section 6 should be coupled that which is given Banks (having Bank 
Holding Company characteristics) under subsection (5), which, presumably, 
was designed in aid of Mutual Savings Banks in supplementation of 
Section 3. 

Under the circumstances the whole concept of stringent limitation of 
Bank Holding Company investments is completely out of place and is made 
the more incongruous by the exemptions to which reference has been made. 
Incidentally, the exclusion of Mutual Savings Banks from Bank Holding 


Company status was too much for the office of the Comptroller of the Cur- 
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rency. Mr. L. A. Jennings, Deputy Comptroller, had the following to say: 

“Tt is noted that in both S.76 and S.1118 the term “Bank Holding 
Company” is defined to exclude any Mutual Savings Bank. It is not 
apparent why there should be an exclusion from the provision of the legisla- 
tion for Mutual Savings Banks, and it is recommended that they not be 
excluded.” 

“Senator Bricker: Is there a mutual savings system that is operating 
on a Holding Company basis that you know of ? 

“Mr. Jennings: There are Mutual Savings Banks that have rather large 
holdings in banks, commercial banks, but they do not come within the 
present definition of Holding Companies to the best of my knowledge.” 
(Record of Senate Committee Hearings 1953, page 48). 

In fact, the whole system of exemptions provided in S.1118 was 
attacked by the Federal Agency witnesses who appeared in 1953 as well as 
by Mr. Boyles, representing the American Bankers Association (id, pages 


48, 49 and 121). 
Fifth: Destruction of property rights: 


Under Section 5 of $.1118 no Bank Holding Company, could, without 
Agency consent, acquire bank shares or bank assets. This would mean that 
a Bank Holding Company could not exercise its preemptive rights, receive 
stock dividends or take its share of the assets of a Bank on the liquidation 
of such Bank. 

This type of confiscation was even more than some of the advocates of 
Bank Holding Company law could stand (Record of Senate Committee 


Hearings 1953, pages 49 and 118; see, also, page 207 and Schedule One, 
Part I, above). 


Sixth: Interference with the power of State Authorities: 


One effect of Section 5 would be to foreclose, by Federal Statute, the 
right of a State to determine the conditions under which a foreign corpora- 
tion might do business within that State. This strange doctrine is the result 
of the lack of understanding of the “Independent Bankers” (evident in 
Section 2 of S.1118) of the difference between Bank Holding Company 
operations and “Branch Banking” (Record of Senate Committee Hearings 
1953, pages 16, 39, 41, 49 and 122; and Schedule One, Part I, above). 


Seventh: Closure of markets for bank capital: 


By attempting to forbid Bank Holding Companies from crossing State 
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lines, as does Section 5 (see Sixth, next above) the market for new capital 
for Banks generally—and for small Banks particularly—would be greatly 
restricted. 

Of the witnesses who appeared at last summer’s hearings only those 
representing the “Independent Bankers” believed that the principle of “local 
ownership of bank shares” should be adopted (Record of Senate Committee 
Hearings 1953, pages 51, 120; and Schedule One, Part 1, above). 


Eighth: Tax exemption: 


Section 11, of S.1118 assumes that corporations owning bank stocks and 
other investments will wish to hold their bank stocks and sell their other 
interests. This will not necessarily be the case. 

This Bill unfairly attempts to use tax exemption to compel 
investment companies to become Bank Holding Companies. The 
Equity Corporation and The Morris Plan Corporation, which are rigidly 
supervised under the provisions of the /nvestment Company Act of 1940, 
would have tax exemption if they should divest themselves of non-bank 
assets (thus becoming Bank Holding Company entities) but would be 
penalized (as would their stockholders) if they should elect to rid themselves 
of all underlying banks and continue as regulated “Investment Companies.” 
Why should “Investment Companies” which have been authorized 
by the Congress be discriminated against in this manner? 

Even the witnesses who spoke in favor of S.1118, during the recent 
hearings, indicated their disagreement with this section of the Bill (Record 
of Senate Committee Hearings 1953, pages 40 and 124; Schedule One, 
Part 1, above). 
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PART Il 


Federal Agency Representatives’ Statements 
with respect to the case of 
Bankers Discount Corporation and 


Three Chicago Banks 
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Mr. L. A. Jennings, Deputy Comptroller of the Currency, testi- 
as follows: 


“The Chairman: Did you know that this Texas concern had pur- 
chased the controlling interest in these three banks prior to the time 
the banks became involved? 

“Mr. Jennings: I didn’t, but they were State Banks, so | wouldn’t 
necessarily have been informed. 

“The Chairman: Did the Federal Reserve or the Federal Deposit 
Insurance Corporation know it? 

“Mr. Jennings: I thing they found it out within a few days after the 
purchase was effected. Then within a week or 10 days after that it came 
to their attention that large quantities of the finance company’s paper 
were being sold to the banks concerned. 

“Senator Bricker: Is there any requirement in State Law that the 
State Banking Department check the purchaser or the financial stability 
of it and the operations of the purchasing company? 

“Mr. Jennings: No, I don’t think there are any State laws covering 
that. I should say that even with Holding Company legislation 
of this type on the books, it could happen. The Federal Reserve, 
if it was the administering agency, could go into the background of a 
company that desired to obtain control of one or more banks, but over 
a period of time the management of the owning companies might do 
something that was wrong. You can never completely control manage- 
ment over the years.” 

“The Chairman: Was the control purchased by this Texas company 
of these three banks in Chicago for the purpose of placing with those 
banks their so-called worthless paper? 

“Mr. Jennings: In my opinion that was the primary purpose. 

“The Chairman: Is it possible that that might become widespread? 

“Mr. Jennings: No, I don’t believe so, Mr. Chairman. This was a 
case of very poor business ethics and poor management and 
we can never legislate that out of existence. | don’t believe it will ever 
be widespread.” 

“Senator Lehman: Assuming now that authority had been given by 
the Federal Reserve Board to a company to acquire the assets of banks, 


is there anything in the present law or any of these three proposed laws 
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that would prevent inefficient management or dishonest management 
from selling paper to the banks which they controlled? 

“Mr. Jennings: No, Senator Lehman, there is nothing in the 
present law or the three proposed bills that would do that. 


It is just impossible to legislate good management. . . .” 


The testimony of Mr. H. Earl Cook, Chairman of the Board of 


Directors of the Federal Deposit Insurance Corporation, was as 
follows: 


“Mr. Cook: I might say that we work very closely in the case of 
national banks with the Comptroller of the Currency, and with State 
authorities, when the charters are applied for, to the end that the back- 
ground is sound, and that all of the parts of the law which you gentle- 
men have laid down for us to operate under are complied with. 

“We also have authority under the Federal Deposit Insurance Act of 
1950 to terminate the insurance of any bank found to be engaging 
continuously in unsafe and unsound practices. 


“The Chairman: There was no way of prohibiting this Texas com- 
pany from buying the controlling interest in these banks? 

“Mr. Cook: No; they simply came in and bought the control of the 
banks through this man, Beutel. 

“The Chairman: They bought it from Beutel? 

“Mr. Cook: That is correct. 

“The Chairman: Beutel owned the banks? 

“Mr. Cook: Ostensibly he owned or controlled them; yes. 

“The Chairman: They bought his shares, and that gave them control 
of the banks, and they immediately proceeded to borrow the limit 
that any one borrower can borrow? 

“Mr. Cook: Not only the limit of an unsecured loan—of course that 
was limited by law, and they could borrow up to 15 per cent of capital 
and surplus. But, in addition to that, they dumped this discount paper 
in these banks in such amounts that the auditor of public accounts 
knew it was an unsafe and unsound practice, so for that reason he 
closed them. That is when we stepped into the picture. 


“There are many reputable Holding Companies where you 
will never find self-dealing that was practised in this particular 
instance. 
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“The Chairman: Say that again, Mr. Cook. 

“Mr. Cook: There are reputable holding companies, many of them, 
as you have said, that have done a public service. You will never find 
anything like this, this self-dealing as practised by Henry Beutel and 
this man, Kennedy.” 
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PART Ill— DIGEST OF LAW 


PART If1f— SECTION A 


Control of Bank Expansion and Monopoly 


and 


Unconscionable Dealing 
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The following is a summary of pertinent legislation which is now in 
existence through which expansion of banks, monopoly and unconscionable 
dealings between Banks and their dominant stockholders may be controlled.* 


(a) Anti-Trust Laws 

The Sherman Act (15 U.S.C. 1) expressly forbids every combination 
in restraint of trade or commerce among the several states or with foreign 
nations. 

Section 7 of the Clayton Act (15 U.S.C. 18) expressly forbids the 
acquisition of a whole or any part of the stock of one corporation by an- 
other where the effect of such acquisition may lessen substantially com- 
petition between such corporations. The Federal Reserve Board is authorized 
by the Clayton Act to enforce compliance with the provisions of Section 7 
thereof in the case of Banks.** 


Section 8 of the Clayton Act (15 U.S.C. 19) expressly forbids officers, 
directors and employees of any member bank of the Federal Reserve Sys- 
tem from being an officer, director or employee of any other Bank, unless 
the Federal Reserve Board permits such relationship. 

Section 8 of the Clayton Act (15 U.S.C. 19) expressly forbids officers, 
directors and employees of any member bank of the Federal Reserve System 
from being an officer, director or employee of any other Bank, unless the 
Federal Reserve Board permits such relationship. 


(b) Control of Expansion 


(1) Expansion through establishment of “Branches” 


COMPTROLLER OF THE CURRENCY 


Section 5155 of the Revised Statutes (12 U.S.C. 36) gives the Comp- 
troller of the Currency the power to approve or disapprove of the establish- 
ment of new branches by national banks. No branch bank may be established 
by a national bank within any state if the law of such state does not expressly 
authorize the establishment of branch banks. Restrictions of state law as to 
the establishment of branch banks within certain areas or geographical 
limits are also made expressly applicable to branches of national Banks.*** 


* With respect to state legislation on the subject, reference will only be made to the New 
York State Banking Law as representative of state law generally. 

** See Federal Reserve Board vs Transamerica Corporation; U. S. Circuit Court of Appeals, 
Third Circuit (N. Y. Times, Aug. 14, 1953, Page 23) confirming applicability of Provisions of 
Clayton Act. 

*** Tn this connection it is noteworthy that in many jurisdictions branch banking is expressly 
forbidden, and in almost all jurisdictions the opening of branches is confined to certain designated 
areas within the state. 
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FEDERAL RESERVE BOARD 
Section 9 of the Federal Reserve Act (12 U.S.C. 321) provides that 


state member Banks shall be subject to the same restrictions in the establish- 
ment of branch Banks as are applicable to the establishment of branches by 
national Banks, except that the approval of the Federal Reserve Board, 
instead of the Comptroller of the Currency, must be obtained before a state 
member Bank may establish any branch. 

State Banks which are admitted to the Federal Reserve System may not 
maintain any branch which was established after February 25, 1927 and 
which is located outside the city, town or village in which the parent Bank 
is situated, unless approval of the retention of such branch is given by 
the Federal Reserve Board. 


FEDERAL DEPOSIT INSURANCE CORPORATION 


Section 12 B (v) of the Federal Reserve Act (12 U.S.C. 264 (v) ) 
provides that no state non-member insured Bank may establish a new branch 
without the prior approval of the Federal Deposit Insurance Corporation. 
In determining whether a new branch may be established, the Federal 
Deposit Insurance Corporation is required to consider, among other things, 
the convenience and needs of the community to be served by the branch and 
the general character of its management. 


NEW YORK BANKING BOARD AND 
SUPERINTENDENT OF BANKS 


Sections 105, 240, 318 and 319 of the New York Banking Law con- 
tain severe restrictions on the areas in which branches may be established. 
In all cases, branches may be opened only after approval by the Banking 
Board and only when the Superintendent of Banks finds that public con- 
venience and advantage will be promoted by the opening of such branch. 


(2) Expansion by means of Consolidations and Mergers 


COMPTROLLER OF CURRENCY 


Section 1 of the Act of November 17, 1918, as amended (12 U.S.C. 
33 and 34 a) gives the Comptroller of the Currency authority to approve or 
disapprove of the consolidations and mergers of national Banks, whether or 
not such consolidations or mergers are with other national Banks, state 
member Banks, or state non-member Banks. 
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FEDERAL RESERVE BOARD 
See: Branch Establishment (b) (1) above. 


FEDERAL DEPOSIT INSURANCE CORPORATION 
Section 12 B (v) (4) of the Federal Reserve Act (12 U.S.C. 264 (v) 


(4) ) provides that no insured bank may consolidate or merge with any 
non-insured Bank or assume any of the liabilities of a non-insured Bank 
without the consent of the Federal Deposit Insurance Corporation. Section 
12 B (v) (5) would also apply in most instances since consolidations and 
mergers generally involve branch establishment (see (b) (1) above). 

Note: Should be extended to cover situations involving any insured Bank. 


NEW YORK STATE SUPERINTENDENT OF BANKS 


Sections 600-605 of the New York Banking Law permit the merger 
or consolidation of New York Banks only in certain limited situations and 
then only when approved by the Superintendent of Banks. No New York 
bank may dispose of 50% or more of its assets without approval of the 
Superintendent of Banks.* 


(3) Expansion through purchase of assets. 


FEDERAL AUTHORITY 
Section 12 B (v) (4) of the Federal Reserve Act (12 U.S.C. 264 (v) 


(4) ) requires the consent of the Federal Deposit Insurance Corporation 
where the deposit liabilities of a non-insured Bank are assumed by an in- 
sured Bank or where there is a transfer of assets to a non-insured Bank in 
consideration of the assumption of deposit liabilities. 

Note: See Note under 2 above. 


NEW YORK STATE SUPERINTENDENT OF BANKS 


Sections 600-605 of the New York Banking Law require the approval 
of the Superintendent of Banks where any substantial proportion of the 
assets of a State Bank are sold. 

(c) Control of Holding Company Affiliates of Banks 
Section 5144 of the Revised Statutes (12 U.S.C. 61) prohibits the 
*The New York Law (Sections 601 and 605 of the Banking Law) permits mergers and 
consolidations of banks only upon approval by two-thirds of their stockholders, Similar provisions 


requiring either majority or two-thirds stockholder approval of mergers or consolidations are 
contained in most state statutes relating to consolidations and mergers of state banks. 
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voting of steck of national Banks by corporations, partnerships or associa- 
tions which own or control 50% or more of the stock of such national Banks, 
unless a voting permit is issued by the Federal Reserve Board. As a con- 
dition for the granting of a voting permit, the Federal Reserve Board is 
empowered to examine thoroughly the Bank Holding Company in its rela- 
tionship with its subsidiary Banks; the Holding Company is required to 
establish a reserve fund equivalent to 12% of the par value of the bank 
stock it owns; the Bank Holding Company must abstain from any dealings 
in securities and must submit to the same penalties imposed by law upon 
national Banks and the officers, directors and employees of such Banks. 


Section 9 of the Federal Reserve Act (12 U.S.C. 337) requires that 
all member Banks in the Federal Reserve System must, as a condition of 
membership, obtain compliance with Section 5144 of the Revised Statutes 
by their Holding Company Affiliates. State member Banks failing to obtain 
an agreement from their Holding Company Affiliates to be subject to the 
provisions of Section 5144 may, in the discretion of the Federal Reserve 
Board, be expelled from membership in the Federal Reserve System. 


Section 9 of the Federal Reserve Act (12 U.S.C. 337) and R.S. 5144 
(12 U.S.C. 61) provide that if the voting permit of a Holding Company 
Affiliate of a national or member Bank shall be revoked, the state member 
Bank may be expelled from the Federal Reserve System by the Federal 
Reserve Board and the national Bank required to forfeit its franchise. 


Section 36 of the New York Banking Law authorizes the New York 
Superintendent of Banks to examine the affairs of affiliates of State Banks, 
including Holding Companies of such banks, to determine the relationship 
between such affiliates and those Banks. 


(d) Control of dealings between Majority Stockholders and Banks 


Section 5211 of the Revised Statutes (12 U.S.C. 161) requires afhliates 
of national Banks, whether or not Holding Companies, to submit to the 
Comptroller of the Currency periodic reports which must disclose fully the 
relationships between such national Banks and their affiliates. Section 9 of 
the Federal Reserve Act (12 U.S.C. 34) requires member Banks to submit 
similar reports with respect to their affiliates to the Federal Reserve Board. 

Section 23 A of the Federal Reserve Act (12 U.S.C. 371 (c) ) limits 
the amount of loans which may be made by any member Bank to any of 
its affiliates to an amount which, in conjunction with the investments of 
such banks in capital stock, bonds, debentures or other obligations of such 
afhliate, shall not exceed 10% of the capital stock and surplus of the member 
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Bank in the case of only one affiliate and to not in excess of 20% of said 
capital stock and surplus of the member Bank in the case of more than 
one afhliate. 


Section 103 of the New York Banking Law restricts the amount New 
York Banks may lend to affiliated securities companies and prohibits invest- 
ment by such Banks in the securities of affiliated securities companies. 


Section 17 of the Investment Company Act of 1940 prohibits inter- 
corporate purchases and sales, and loans and borrowings between registered 
investment companies and their afhliates or affiliates of such affiliates and 
between such affiliates. In certain limited cases such transactions may be 
entered into if prior approval is obtained from the Securities and Exchange 
Commission. Section 17 covers the foregoing transactions with respect to 
Banks and their affiliates if those affiliates are either registered investment 
companies or affiliates of registered investment companies. 


Note: Section 21 of the Investment Company Act of 1940 is also applicable. 


(e) Unconscionable dealings between officers and directors and their Banks. 


Practically every type of self-dealing between officers and directors of 
National and Member Banks and such Banks is either prohibited or control- 
led by existing Federal legislation. The more important of these statutes are: 


Section 30 of the Banking Act of 1933 (12 U.S.C. 77), Section 5239 
of the Revised Statutes (12 U.S.C. 93), Section 22 (f) of the Federal 
Reserve Act (12 U.S.C. 503), Section 32 of the Banking Act of 1933 (12 
U.S.C. 78), Section 22 (c) of the Federal Reserve Act (12 U.S.C. 595), 
Section 22 (d) of the Federal Reserve Act (12 U.S.C. 375), Section 22 (e) 
of the Federal Reserve Act (12 U.S.C. 376), and Section 22 (g) of the 
Federal Reserve Act (12 U.S.C. 375 (a) ). 


Sections 130, 227 and 301 of the New York Banking Law contain 
similar restrictions on dealings between officers and directors of New York 
State Banks and such Banks. 

For case law fixing responsibility on dominant stockholders and their 
“nominee” directors, see: Insuranshares Corp of Delaware vs Fiscal Corp, 
Ltd, 35 Fed. Sup 22; Oil Shares vs. Kahn, 94 Federal 741; and 1947 Hear- 
ings, page 88. 


And for instances in which the Federal Reserve Board has exercised 


broad power in dealing with management and directorates, see: 1947 Hear- 


ings, page 88. 
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(f) Unsound Banking Practices 


Unsound banking practices and conditions, whether or not caused by 
Bank Holding Companies, may be adequately controlled under the follow- 
ing legislation: 

Section 5239 of the Revised Statutes (12 U.S.C. 93) authorizes the 
revocation of the franchise of a National Bank engaging in unsafe banking 
practices upon application of the Comptroller of the Currency. 

Section 22 of the Federal Reserve Act (12 U.S.C. 503) makes officers 
and directors of Member Banks of the Federal Reserve System personally 
liable for any loss incurred if they permit such Banks to engage in unsafe 
banking practices. 

Section 12 B (i) (1) of the Federal Reserve Act (12 U.S.C. 264 (i) 
(1) authorizes the Federal Deposit Insurance Corporation to terminate the 
insured status of any insured Bank engaging in unsafe or unsound practices. 
When the insured status of a Member Bank or a National Bank is so termi- 
nated by the F.D.1.C. a receiver may be appointed for the National Bank and 
a Member Bank may be expelled from the Federal Reserve System (Section 
12 B (i) (2) of the Federal Reserve Act (12 U.S.C. 264 (i) (2) ). In cases 
where Bank Holding Companies are causing subsidiary Banks to engage in 
unsound practices the Federal Reserve Board may revoke the voting permit 
of the Holding Company and all subsidiary Member Banks lose Federal 
Reserve membership. (Section 5144 Revised Statutes, 12 U.S.C. 61). 

Section 39 of the New York Banking Law authorizes the New York 
Superintendent of Banks to order the discontinuance of unsafe or unau- 
thorized banking practices by New York Banks and to summon such Banks 
to appear before him for a hearing on the question of unsafe and unsound 
banking practices: Section 606 of the New York Banking Law authorizes 
the Superintendent of Banks to take possession of any Bank conducting its 
business in an unsafe or unauthorized manner. 
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PART III— SECTION B 


Definition of “Control” 
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The Congress has consistently, and realistically, recognized majority 
stock ownership (fifty percent or more) as determining control. 


BANKING ACT OF 1933 
Section 2 (c) of the Banking Act of 1933 defines a “Holding Com- 


pany Affiliate” as an organization which owns or controls a majority of the 
shares of the stock of a Member Bank or more than fifty per centum of the 
shares voted for the election of directors at the last meeting for such election. 

An “affiliate” is defined as an organization of which a Member Bank 
owns or controls either a majority of the voting shares or more than fifty 
per centum of the number of shares voted for directors at the preceding 
election, or the control of which is owned by shareholders of a Member 
Bank who also own a majority of the shares of said Bank. A “subsidiary” 
is defined as an organization a majority of the shares of which are owned 
or controlled by another organization, or of which another organization 
owns more than fifty per centum of the shares voted at the last election of 
directors. An organization is deemed to be affiliated with another if either 
organization owns a majority of the shares, or of the voting shares of the 
other or more than fifty per centum of the shares voted at the last election 
of directors. Regulation P issued by the Board of Governors of the Federal 
Reserve System adopts the definitions set forth above. 


CLAYTON ANTI-TRUST ACT 


A clear recognition that a majority of the voting stock of a Bank is 
required for control is found in Section 8 of the Clayton Anti-Trust Act 
which permits a director, officer or employer of Member Bank to be a 
director in another Bank or Trust Company if more than fifty per centum 
of its stock is owned by persons owning more than fifty per centum of the 
stock of the Member Bank (Section 15 U.S.C. 19). Regulation L of the 
Board of Governors of the Federal Reserve System is of identical effect. 


INVESTMENT COMPANY ACT OF 1940 


The Investment Company Act of 1940, bases exemption from Invest- 
ment Company status, as defined in Section 3 (a) (3) of the Act, on 
interests, through wholly owned subsidiaries (as provided in Section 3 (b) 
(1) and (2) ) in business other than investing in securities or where the 
Commission finds that such companies are engaged in businesses other than 
investing in securities either directly or through majority-owned subsidiaries 
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or controlled companies. A further exemption from “investment company” 
classification is provided under Section 3 (c) (7) of the Act where a com- 
pany is engaged through majority-owned subsidiaries in one or more of the 
types of businesses which are by themselves specifically exempt under said 
subsection (c). 

Interestingly enough, Section 3 (c) (4) of the Act, dealing 
with exemption from investment company status of “Holding 
Company Affiliates” (i.e. Bank Holding Companies holding Federal 
Reserve Board “‘voting permits”) relates exemption to majority 
ownership. 


Under Section 15 of the Investment Company Act it is unlawful for 
any person to serve as adviser to any registered investment company 
except pursuant to written contract approved by majority vote of the out- 
standing voting securities of such company. 


THE STATES 


As was testified to in the 1953 Hearings before the Senate Committee 
on Banking and Currency, the various states also have looked upon “control” 
as requiring majority stock ownership (see pp. 29-33). 

In Arkansas, any person or persons owning directly or indirectly an 
aggregate of fifty percent or more of the capital stock of three or more 
banks or trust companies are deemed to be a chain or group of banks and 
are prohibited from borrowing from such institutions thus owned and 
“controlled” (6 Ark. Stat. 1947 Anno. Sec. 67-509). 


In Indiana a “Holding Company Affiliate” is defined as an organiza- 
tion which owns or controls either a majority of the shares of a bank or 
trust company or more than fifty per cent of the number of shares voted at 
the preceding election of directors. (5 Burns Stat. Anno. Sec. 18-1801). 
The term “affiliate” includes Holding Company Affiliate as well as an 
organization of which a bank or trust company owns or controls either a 
majority of the voting shares or more than fifty percent of the number of 
shares voted at the preceding election of directors, or of which control is 
held through stock ownership or otherwise by the shareholders of a bank or 
trust company who own or control either a majority of the shares of such 
bank or trust company, or more than fifty percent of the number of shares 
voted at the last election of directors. (5 Burns Stat. Anno. Sec. 18-1807) 

Kentucky law prohibits a person from directly or indirectly holding 


or owning more than one half the capital stock of a bank or trust company, 
except as collateral (Ky. Rev. Stat. 1942, Sec. 287, 030) 
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In Maryland the term “afhliate” is defined to mean an organization 
which a banking institution controls (a) by ownership or control of either 
a majority of the voting shares or fifty percent of the shares voted at the 
last election of directors or (b) through stock ownership by the shareholders 
of such banking institution who own or control either a majority of the 
shares of such banking institution or fifty per centum of the shares voted 
at the last election of directors of such banking institution. 

Under Oregon statutes a corporation is deemed to “control” a bank, 
corporation or association when it owns, holds, controls, by itself or in agree- 
ment with others, or has an option for the purchase of a majority of the 
voting stock of such bank, corporation or association. (4 Ore. Comp. Laws 
Anno. Sec. 40-2401 et seq.) 

The language of the Pennsylvania statute is most clear on what con- 
stitutes “ownership” which is the key to affiliation. Ownership of more 
than fifty per centum of the total number of shares voted at the last election 
of directors shall be deemed to be ownership of the subject corporation. 
(Purdon’s Pa. Stat. Anno., Title 71, Sec. 733-402). 

Under Wisconsin law an organization which shall own, hold or con- 
trol a majority of the stock in a state bank or trust company shall be deemed 


to be engaged in the business of banking and shall be subject to supervision 
by the state banking department (Wis. Stat. 1951, Sec. 221.56). 


The Virginia statute follows the standard pattern. An “affiliate” of a 
bank means an organization of which the bank owns or controls either a 
majority of the voting shares or more than fifty per centum of the number of 
shares voted at the last election of directors, or of which control is held 
through stock ownership or in any other manner, by the shareholders of — 
such bank who own or control either a majority of the shares of such bank 
or more than fifty per centum of the number of shares voted at the last 
election of directors of such bank (Code of Virginia, 1950 Sec. 6-107). 


The New York banking law (Sec. 103) has a rather comprehensive 
definition of an afhliate and includes (a) a corporation of which a bank 
owns or controls either a majority of the voting shares or more than fifty 
per centum of the number of shares voted at the last election of directors; 
(b) a corporation of which “control” is held through stock ownership by 
the shareholders of a bank who own or control either a majority of the 


voting shares of a bank or more than fifty per centum of the number of 
shares voted at the last election of directors; (c) a corporation which owns 
or controls either a majority of the shares of capital stock of such bank 
or more than fifty per centum of the number of shares voted at the last 
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election of directors; (d) a corporation for the benefit of the shareholders 


of which substantially al! the capital stock of the bank is held by trustees. 


lo the same effect is the definition in Section 36 which deals with the right 
of the superintendent to examine corporations “afhliated” with banks. By 
the terms of Section 294-a the definitions of Section 103 (9) referred to 
above are made applicable to industrial banks. 

Under the New York Insurance Law (Section 4) the term “affiliate” 
is defined to mean a corporation of which a majority of the stock is owned 
or controlled by one or more stockholders, directors or officers of another 
corporation who also own or control a majority of the stock of such other 
corporation. 
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PART IlI— SECTION C 


Percentage Vote for Stockholder Action 
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Practically any vital or decisive act affecting a banking institu- 
tion requires the authorization of concurrence of at least a majority 
in interest of its sharel\olders. 


NATIONAL BANKS 


To dissolve a National Bank there must be action by its stockholders 
owning two-thirds of its stock (R.S. 5136; 12 U.S.C. 24). 

For a National Bank to change its name or place of business it must 
have the affirmative vote of its stockholders owning two-thirds of its stock. 
(Sec. 2 24 Stat. 18; 12 U.S.C. 30). 

The Comptroller holds that a National Bank’s articles of association 
may be amended to provide for a reduction in par value of capital stock 
by a vote of*the majority of the stock outstanding. (Instructions of the 
Comptroller of the Currency, 9/7/35). 

To increase its capital stock a National Bank must have the affirmative 
vote of two-thirds of its stock; with an appropriate surplus available, to 
increase its capital by a stock dividend a National Bank must have the 
affirmative vote of two-thirds of its stock. (R.S. 5142; 12 U.S.C. 57.58). 

To issue preferred stock a National Bank must have the affirmative vote 
of shareholders owning a majority of the outstanding stock. (Act of 
3/9/33; 12 W.S.C. 51 a). 

If there is no day fixed for the election of directors of a National Bank 
and the directors fail to fix a day, shareholders representing two-thirds of 
the shares may do so. (R.S. 5149; 12 U.S.C. 75). 

A National Bank may go into voluntary liquidation upon the vote of 
two-thirds in interest of its stockholders. R.S. 5220; 12 U.S.C. 181). 

The liquidating agent for a Bank in voluntary liquidation may be 
removed by a vote of a majority of the entire stock of the Bank (idem.). 

Two or more National Banks may consolidate into one institution upon 
the affirmative vote of at least two-thirds in interest of the stockholders of 
each Bank. (Act of 11/7/18; 12 U.S.C. 33). 

A state bank may be consolidated into a National Bank upon the affirma- 
tive vote of at least two-thirds in interest of both Banks of such larger pro- 


portion of the State Bank’s outstanding stock as may be required by state law. 
(Act of 11/7/18; 12 U.S.C, 34a). 

One or more National Banks or one or more State Banks may merge 
into a National Bank, under the charter of the receiving Bank, pursuant to 


a merger agreement providing, among other things, for the affirmative vote 
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of at least two-thirds in interest of the shareholders of each Bank. Dissenting 
stockholders may have their shares appraised by their appraisers, one of 
whom shall be chosen by a majority in interest of the stockholders entitled 
to payment in cash. (Act of 11/7/18; U.S.C. 34b). 

When a National Bank which is in the hands of a receiver shall have 
discharged all debts and liabilities, a meeting of the shareholders shall be 
held and a majority of the stock in value and number, voting by ballot, shall 
determine whether the receiver shall be continued or an agent in liquidation 
shall be elected. Any successor agent shall be elected by the vote of at least 
a majority of the stock in value and number of shares. (Act of 6/30/1876; 
12 U.S.C. 197). 

A bank reorganization under the Bank Conservation Act requires the 
consent of stockholders owning at least two-thirds of the outstanding capital 
stock of the Bank (Act of 3/9/33; 12 U.S.C. 207). 

A National Bank may, by vote of the holders of at least two-thirds of 
each class of its capital stock, convert into or merge or consolidate with a 
State Bank under a state charter (Act of 8/17/50; 12 U.S.C. 214). 

A State Bank which desires to convert into a National Bank is required 
by Section 8 of the Federal Reserve Act to have the affirmative vote of not 
less than fifty-one per centum, of its capital stock. (12 U.S.C. 35). 

A corporation organized for the purpose of carrying on a foreign 
banking business may go into voluntary liquidation upon the vote of two- 
thirds in interest of its shareholders. (Act of 12/23/13; 12 U.S.C. 623). 

Such a corporation may petition the Board of Governors for an exten- 
sion of its period of corporate existence upon authorization of two-thirds in 
interest of its shareholders. (12 U.S.C. 628). 

A Bank may convert into a corporation authorized to do a foreign bank- 
ing business upon vote of two-thirds in interest of its shareholders. (12 
U.S.C. 629). 

To effect a reduction of capital of a National Bank a vote of two-thirds 
in interest of its stockholders is required. (Act of 8/23/35; 12 U.S.C. 59). 


NEW YORK STATE BANKS 


Under the New York Banking Law (Section 601) it is provided that 
mergers may be effected (1) by one or more Banks or Trust Companies, one 
or more Industrial Banks, one or more safe deposit companies, one or more: 
credit unions or one or more investment companies (2) by one or more 
Savings Banks (3) by one or more savings and loan associations (4) by one 
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or more national banks with a state bank or trust company and (5) by one 
or more safe deposit companies with a bank or trust company only after the 
ratification and approval of the proposed merger by vote of the stockholders 
owning at least two-thirds in amount of the stock of their respective corpora- 
tions, or, in the case of non-stock organizations, by vote of two-thirds of all 
the members of each board of trustees or directors. 
A Néw York corporate banking organization, in order to go into volun- 
tary liquidation, must have the affirmative vote of at least two-thirds in 
amount of its entire capital stock or capital (Section 605). 
A banking corporation of which the superintendent has taken possession 
may resume business under a plan of reorganization upon complying with 
certain conditions precedent including consent of stockholders owning at 
least two-thirds of the outstanding capital stock (Section 610). 
Except to the extent otherwise provided in the banking law all New York 
banking corporations are governed by the provisions of the general corpora- 
tion law and the applicable provisions of the stock corporation law. Thus 
the various corporate acts requiring stockholders’ consent as provided in the 
general corporation law (GCL) and the stock corporation law (SCL) are: 
To mortgage property, two thirds of outstanding voting shares 
(SCL 16). 
To insure or reduce capital stock, a majority of outstanding voting 
shares (SCL 35, 36, 37). 
To change place of business, a majority of voting shares (SCL 35). 
To change name, a majority of outstanding voting shares (GCL 40). 
To change number of directors, a majority of outstanding voting 
shares (SCL 35). 
To consolidate, two-thirds, of outstanding voting shares (SCL 86; 
cf banking law 601). 
To dissolve, two-thirds of outstanding voting shares (SCL 105; cf 
banking law 605). 

To sell all assets, two-thirds of outstanding voting shares (SCL 20). 

To extend corporate existence, a majority of outstanding voting shares 
(GCL 45). 

To revise corporate existence, a majority of each class ot stock or 
more if provided by the certificate of incorporation (GCL 49; cf banking 


law 610). 
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CALIFORNIA STATE BANKS 


In California Savings Banks, Commercial Banks and Trust Companies 
are governed generally by the “Bank Act,” the provisions of which are simi- 
lar to the laws already considered. 

Any Bank may sell the whole of its business or all the business of any 
of its departments or branches to any other Bank but the consent of at least 
two-thirds in interest of all stockholders of both the selling and purchasing 
Banks is required. (Section 31). 

A consolidation of two or more California Banks requires the approval 
of at least two-thirds in interest of the stockholders of all the institutions 
involved. (Section 31a). 

A merger of two or more California Banks must be accomplished pur- 
suant to an agreement ratified by at least two-thirds in interest of the stock- 
holders of each of the Banks. (31b). 

Before a National Bank may convert into a California State Bank, it 
must have the written authority of the owners of at least two-thirds of its 
capital stock. 

A California Bank may be reorganized under a plan consented to by 
seventy five per cent in amount of its total liabilities or by stockholders 
owning at least two-thirds of its outstanding capital stock, or by both. 
(Section 135 c). 

In order to issue preferred stock a Bank must have the affirmative vote 
of its stockholders owning a majority of the outstanding stock. (Section 
135 d). 

After the superintendent shall have taken possession of a Bank and 
shall have paid off all liabilities of the Bank a liquidating agent or agents 
may be appointed to continue such liquidation upon a vote of a majority of 
the stock of such Bank voted at a meeting called for that purpose (Section 
136). 

A California banking corporation which has no capital stock may 
elect to have a capital stock but before such change is made a majority of 
the members present at a meeting called for the purpose must vote in favor 
of the change (Section 29). 


MINNESOTA STATE BANKS 


A consideration of the Minnesota banking laws reveals a pattern quite 


similar to that of the laws already considered. The references below, except 
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when otherwise noted, will be to the Minnesota Banking Laws Pamphlet 
issued by the Commissioner of Banks. 

A National Bank which has taken the necessary steps to dissolve itself, 
may upon authority in- writing of the owners of two-thirds of its capital 
stock reincorporate itself as a Minnesota State Bank by executing a certificate 
of incorporation which shall contain, among other things, a statement of the 
authority derived from the stockholders (48.32). 

A Minnesota Bank in the course of liquidation must have the consent 
of a majority of its stockholders in order to consolidate with another 
similar institution (49.06). 

To go into voluntary liquidation a Minnesota Bank or Trust Company 
must file with the Commissioner of Banks a certified copy of a resolution to 
that effect duly adopted by the holders of seventy-five per cent of its 
stock (49.21). 

After payment of all its debts and deposit liabilities the liquidation of 
a Bank taken over by the Commissioner of Banks may be continued by an 
agent or agents elected by ballot of a majority in interest of all stock 
present and voting at a meeting of stockholders (49.24 Subd. 12). 

Two or more State Banks or two or more Trust Companies in the same 
city or village may be consolidated pursuant to a written consolidation agree- 
ment duly authorized by a majority of each board but such agreement shall 
not be binding until it shall have been approved by at least a majority in in- 
terest of the stockholders of each corporation by vote or ballot at a stock- 
holders meeting called for the purpose (49.37). 

Various provisions of the Minnesota general corporation law apply to 
banks. Under said law it is provided that the certificate of any corporation 
may be amended to change its name, increase or decrease its capital stock 
to change the number and par value of its shares or in respect of any other 
matter which an original certificate might have contained by the adoption 
of an appropriate resolution at a meeting called for the expressly stated 
purpose by a majority vote of all its shares if the corporation has shares; 
or, if not, by a majority vote of its members . . . etc. (Mason’s Minnesota 


Statutes, 7472). 
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PART III— SECTION D 


Investment and Business Privileges of Banks 


A NEE ee OE a TIT 


ee ee id eee 


Gt aia pea 


ssatbet s 





the 
the 
Fe 


val 


five 
typ 
for 
als 
rac 


of 

est 
Tr 
Na 













‘ BANK HOLDING LEGISLATION 507 





Although many of the general favors granted to National Banks under 
the enabling provisions of the National Bank Act have been restricted in 
their application by the courts and by the rules and regulations of the 
Federal Reserve Board, a National Bank has and may exercise a broad 
variety of powers pursuant to specific legislation grants. 


NATIONAL BANKS 









Since 1916 National Banks located in a place where the population is 
five thousand or less may act as insurance agent in the writing of the various 
types of insurance, may solicit and sell such insurance and may be paid 
for its services such fees or commissions as may be agreed upon; and may 
also act as broker or agent for others in making real estate loans within a 
radius of one hundred miles and may receive a fee or commission therefor. 
(12 U.S.C. 92). 

National Banks may act as trustee, executor or administrator, registrar 
of stocks and bonds, guardian of estates, assignee, receiver, committer of 
estates of lunatics, or in any other fiduciary capacity in which State Banks, 
Trust Companies and other corporations come into competition with 
National Banks under the laws of the state of location. (12 U.S.C. 248 (k) ). 

Subject to the rules and regulations issued by the Comptroller a 
National Bank may purchase and sell stocks and other securities, without 
recourse upon the order and for account of its customers; and for its own 
account it may purchase marketable bonds, notes and debentures of the 
character commonly referred to as investment securities, up to ten per cent 
of its capital and surplus. The limitations and restrictions against dealing 
in, underwriting and purchasing for its own account do not apply, of course 
to federal government obligations or general obligations of a state or 
political subdivision nor to obligations issued under the authority of various 
federal agencies (12 U.S.C. 24). 

A National Bank may make a number of different types of first mortgage 
loans for its own account. (1) Unamortized loans on improved realty—farm, 
residence or business, up to fifty per cent of appraised value; (2) Amortized 
loans on improved realty, up to sixty per cent of value; (3) Loans insured 
under Title II of National Housing Act, up to eighty per cent of value; 
(4) Loans for construction of residential or farm buildings; no limit; 

3 (5) Loan to industrial or commercial business when Federal Reserve Bank 
has given a commitment or participates, no limit. Each individual loan is 
subject to the limitation imposed by the size of the lending Bank but the 
aggregate of the loans in the first three classes may amount to the capital 
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and surplus of the Bank or sixty per cent of its time and savings deposits, 
whichever is greater. Construction loans may amount to fifty per cent of 
capital and there is no limit application with respect to business loans where 
Federal Reserve Bank participates. (Section 24 Federal Reserve Act as 
amended by Section 208 of the Banking Act of 1935). 


NEW YORK STATE BANKS 


Under the banking law of the State of New York, a Bank or Trust 
Company is granted the customary powers and in addition is permitted to 
have and exercise all powers, not in conflict with the laws of the state; which 
are conferred upon a Member Bank by the Federal Reserve Act. (Sec. 96). 
It may invest in bonds, notes, debentures and other obligations for the pay- 
ment of money which are not in default; and it may invest in the stock of 
its own safe deposit company, an “investment company” which is qualified 
to accept drafts, issue letters of credit and deal in bullion and exchange, 
The Discount Corporation of New York, The Bank for International Settle- 
ments and any other corporation as may be authorized by the banking 
board. (Sec. 97). 

In or about the year 1936 New York State Banks and Trust Companies 
were authorized to operate personal loan departments through which 
personal loans could be made in statutory amounts, repayable in periodic 


installments at rates of interest up to twelve per cent per annum on unpaid 
balances. (Sec. 108). 


NEW YORK SAVINGS BANKS 


Mutual Savings Banks in New York enjoy a broad range of powers 
including the following: to acquire, hold, lease and convey real property 
subject to the usual limitations; to improve owned real property when 
necessary to protect the interest of the Bank and facilitate sale of the prop- 
erty; to borrow money and hypothecate its assets for the purpose of repaying 
depositors; to rent safe deposit boxes; to act as agent in the sale of travelers’ 
checks; to join Federal Deposit Insurance Corporation; to become a member 
of a Federal Reserve Bank and exercise all powers not in conflict with state 
laws conferred by the Federal Reserve Act; to become a member of a 
Federal Home Loan Bank. (Sec. 234). 


The investment powers of a New York Savings Bank include in addi- 
tion to the usual types of investments ordinarily associated with Savings 
Banks but subject to the federal limitations as to amount, the following: 
(1) promissory notes payable to the Savings Bank within ninety days from 
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date which are secured by one or more eligible mortgages, eligible stocks 
and bonds at ninety per cent of market value, assignment of a deposit in 
any Savings Bank at least equal to the loan or made by a savings and \oan 
association incorporated at least three years having an accumulated capital 
of at least fifty thousand dollars; (2) bonds issued by federal land Banks 
and debentures issued by federal intermediate credit Banks; (3) bankers’ 
acceptances and bills of exchange eligible for purchase by federal reserve 
Banks; (4) any corporate securities which have been declared eligible by the 
Banking Board; (5) any bond and mortgage insured by the Federal Housing 
Commissioner or guaranteed under the “Servicemen’s Readjustment Act of 
1944” or, if a first lien, at least twenty per cent of same is guaranteed under 
such act; (6) subject to Banking Board regulations, the stock and obliga- 
tions, not otherwise eligible, of corporations organized for the purpose of 
buying, building or owning housing projects within the state, provided any 
such corporation is to be financed entirely by one or more Savings Banks; 
(7) certificates representing investments in Savings Banks, life insurance 
fund or advances to the surplus fund of its own life insurance department; 
(8) obligations issued or guaranteed by the International Bank for Recon- 
struction and Development; (9) certain obligations of the Dominion of 
Canada, or any province or city thereof; (10) common stock of a corporation 
(other than a banking corporation) provided (a) the stock is registered on a 
national securities exchange (b) it has earned and paid dividends for ten 
years immediately preceding date of purchase and (c) the preferred stock 
of the corporation, if any, is eligible for investment by Savings Banks; (11) 
stock or shares of a registered investment company, provided (a) all shares 
thereof, other than directors’ qualifying shares, are or are to be owned by 
Savings Banks (b) the company may invest only in investments eligible for 
Savings Banks provided that (i) investment restrictions based on assets, 
surplus fund or other similar features shall not be applicable to such invest- 
ment company and (ii) the amount of stock of any corporation held by such 
investment company shall not exceed five per cent of the outstanding shares 
of such corporation (Sec. 235). 

Article VI—A of The New York Banking Law, (formerly Article 
[X—D of the Insurance Law of 1929; transferred and amended in 1940) 
permits Savings Banks of the state to establish a life insurance department 
and issue life insurance in amounts up to five thousand dollars on the 
lives of persons resident or regularly working within the state. A life de- 
partment may be established with a fund of as little as twenty dollars at 


risk which fund is used to carry the starting loan and is repayable to the 
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savings department with interest. Such a life insurance department is exempt 
from the licensing requirements of the insurance law and its funds are 
invested as funds of a Savings Bank and may be loaned upon its issued 
policies. The law provides for the establishment within the Banking Depart- 
ment of a body corporate known as “Savings Bank Life Insurance Fund.” 
The fund is subject to the provisions of the insurance law relating to legal 
reserve life companies. It is supported by each Savings Bank’s life depart- 
ment and prepares policies, tables and forms and generally promotes 
uniformity amongst the various life departments of savings banks. The 
assets of the fund are used to guaranty all life and annuity obligations of 
all Savings Banks writing life insurance. The fund and all life insurance 
departments of Savings Banks are subject to taxation only as domestic 
insurance companies. (Sections 261-280). 


MASSACHUSETTS SAVINGS BANKS 


In Massachusetts also, Savings Banks are permitted to issue life insur- 
ance and otherwise to invest their funds in widely diversified fields. An 
interesting provision of Chapter 158 of The General Laws, Section 54, 
permits a Savings Bank to purchase common stock, provided there is no 
preferred stock outstanding, of a Trust Company or a National Bank which 
for five years immediately preceding its purchase has paid cash dividends 
of at least four per cent per annum and which at the date of purchase has 
a surplus at least equal to fifty per cent of its capital stock. The aggregate 
of all such investments by a Savings Bank may amount to two-thirds of the 
guarantee fund and profit and loss accounts of said Bank and one such 
investment may amount to as much as one-fifteenth of the combined guaranty 
fund and profit and loss accounts of said Savings Bank, but the total holdings 
of any one such investment may not exceed fifteen per cent of the outstand- 
ing stock of such Trust Company or National Bank. 


A Massachusetts Savings Bank is also permitted to make loans of up 
to one thousand dollars to one or more responsible borrowers, repayable 
in monthly installments over a period of eighteen months. The aggregate 


of all such loans may equal five percent of the Bank’s deposits. (Chap. 197 
Laws 1945). 
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PART III— SECTION E 


Miscellaneous Statutes 
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INVESTMENT COMPANY ACT OF 1940 


Many of the provisions of the Investment Company Act of 1940 affect 
subsidiaries and affiliates, often many degrees removed, of registered invest- 
ment companies. Under Section 2 (a) (3) of the Act an “affiliated person” 
of another person means (A) any person directly or indirectly owning or 
controlling 5 per centum or more of the outstanding voting securities of such 
other person; (B) any person 5 per centum or more of whose outstanding 
voting securities are directly or indirectly owned or controlled by such other 
person; (C) any person directly or indirectly controlling, controlled by, or 
under common control with such other person; and (D) any officer, director, 
co-partner, or employee of such other person. 


Section 17 of the Act is perhaps the most important and far reaching 
provision in the Act relating to inter-company dealings. It is designed to 
provide strict supervision by the Securities and Exchange Commission of 
all companies under the “control” of and practically all companies “affili- 
ated” with a registered investment company. In effect, it prohibits an 
affliated person of a registered investment company or any affliated person 
of such a person from selling any security or other property to such 
registered company or to any company controlled by such registered com- 
pany (except securities of which the buyer is the issuer, and securities of 
which the seller is the issuer and which are part of a general offering). It 
also prohibits the purchase from a registered company or from any company 
controlled by such registered company of any security or other property 
(except securities of which the seller is the issuer) ; and it prohibits borrow- 
ing from such registered company or any company controlled by it (unless 
the borrower is controlled by the lender i.e. unless parent is lending to a 
subsidiary). Any of the inhibited transactions are made unlawful unless the 
Securities and Exchange Commission on application by an interested party 
finds that any such proposed transaction, including the consideration to be 
paid, is reasonable and fair, does not involve overreaching, is consistent with 
the policy of the investment company concerned, and that the proposed 
transaction is consistent with the general purposes of the Act. At first glance 
it would appear that except for the time and labor of petitioning for an 
exemptive order the inhibitions referred to are not too onerous. However, 
practical experience with the Act reveals an amazing number of ordinary 
business transactions which are prima facie unlawful and must, therefore, be 
authorized by the Commission if the Commission sees fit to promulgate the 
necessary exemptive order. 


The Morris Plan Corporation is both an affiliated person and a con- 
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trolled person of a registered investment company and each of the subsidiary 
banks of The Morris Plan Corporation is a “controlled” person as well 
as an “affiliated person” of an investment company. Each officer, director and 
employee of any of these Banks is an “affiliated person of an affliated person 
of an investment company.” It will therefore be apparent that many normal 
business transactions are prohibited by the section under consideration. For 
example, without an exemptive order: (1) Morris Plan could not furnish 
stock to qualify a director of a Bank if the person designated happened to 
be an officer, director or employee or an affiliate of Morris Plan; (2) Morris 
Plan nor any of its subsidiaries could not sell personal property nor make a 
loan to an employee, e.g., sell an automobile to an outside salesman or repre- 
sentative, nor make him a loan for the purpose of purchasing such a car; 
(3) a Bank controlled by Morris Plan could not make a loan to an employee 
for remedial or other purposes although many independent banks have made 
it a practice to take care of the borrowing requirements of its clerks; (4) a 
Bank which Morris Plan controls could not make a loan to a director 
although the same is specifically authorized by the banking law under certain 
conditions and is often one of the means of obtaining outstanding persons 
as directors. (Many directors who could carry large balances with their 
Banks are loath to do so because they must carry substantial deposits with 
competing Banks because they must borrow from such competing Banks 
from time to time in the normal conduct of their personal and business 
activities; (5) Morris Plan, in making an offer to purchase all or a portion 
of the outstanding stock of a Bank in which it is already a substantial stock- 
holder, may not take up such stock as may be tendered by officers, directors 
and employees even though the stock is tendered by strangers. The foregoing 
examples involve individuals; the number of normal day-to-day transactions 
between corporate affiliates which are affected by the inhibitions of the 
subject section are too numerous to mention. 


Section 17 also prohibits an affiliated person of an investment com- 
pany or an affliated person of such person, acting as agent, to accept any 
compensation (other than salary or wages from the investment company) for 
the purchase or sale of any property to or for the investment company, 
except in the course of such person’s business as an underwriter or broker. 
This provision has been held by the Commission to apply to the sale of 
insurance. 


Section 17 also prevents the purchase by an investment company (or 
affiliate) of the voting stock of another investment company (or affiliate) in 
excess of 3% of the outstanding voting stock (5% under certain conditions). 
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The following points about Section 17 are important to remember: 


I. Transactions between affiliated persons (as defined in Section 2) are 


restricted and special fees and benefits are prohibited (Section 17). 

II. Loans or security dealings and other similar transactions between 
affiliates (including stockholders owning 5% or more of the stock of the 
Company concerned) are rigidly confined (Section 17). 


III. Loans from subsidiaries to parents or controlling interest are 


forbidden (Section 21). 

IV. An “Affiliated Person” of another person includes owners of 5% 
of the outstanding voting stock of such other person (or of the “Affiliated 
Person”) and officers, directors and employees (Section (2), paragraph 
(3) ). 

V. One investment company (or affiliate) can acquire only up to 3% 
(5% under certain conditions) of the voting shares of another investment 
company (Section 12). 


HOLDING COMPANY AFFILIATES 
Reference has already been had to R.S. 5144 (12 U.S.C. 61) requir- 


ing that a holding company afhliate of a National Bank obtain a voting 
permit before voting the stock held by it in the National Bank at a meeting of 
the shareholders of the Bank. Unquestionably the readers of this memoran- 
dum are fully familiar with the conditions subject to which a voting permit 
is granted, but a brief summary may be appropriate. 

Every applicant for a voting permit must agree to submit to such 
examination and furnish such information in connection therewith as the 
Federal Reserve Board deems necessary to disclose the relations between 
the Holding Company Affiliate and its Banks, and each Bank owned or 
controlled by the affiliate must submit to a similar examination; in addition, 
publication of individual or consolidated statements must be agreed to, 
all at the applicant’s expense. The Holding Company Affliate must maintain 
a reserve of readily marketable assets in an amount not less than 12 per 
centum of the par value of all bank stocks controlled by it, which reserve 
may be created out of net earnings over and above 6 per centum per annum 
of the book value of the Holding Company’s shares outstanding; and said 
reserve, to the extent used to replace capital in affiliated Banks, must be 
restored within two years. All officers, directors and employees of such Hold- 
ing Company become subject to all penalties for false entries in books and 
records as though the Holding Company Afhliate was a Member Bank. The 
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Holding Company Affliate is required to eschew all affiliation with any 
securities company and may declare dividends only out of actual net earn- 
ings. Should the Holding Company Affiliate violate any provision under the 
Banking Act of 1933 or any agreement made pursuant to the subject section, 
the Federal Reserve Board may revoke the voting permit and the Bank may 
not receive any federal deposits and will be prohibited from paying any 
further dividend to the offending Holding Company; the Board may also 
revoke all rights, privileges and franchises of all National Banks affliated 
with such offending Holding Company. 

By the terms of Section 9 of the Federal Reserve Act (12 U.S.C. 321 
et seq.) each State Member Bank afhliated with a Holding Company Affiliate 
must obtain from such afhliate an agreement that such Holding Company 
Afhliate shall be subject to the same conditions and limitations as are 
applicable under Section 5144 of the Revised Statutes in the case of Holding 
Company Affiliates of National Banks. 


The applicant for a voting permit must file an “Application for Voting 
Permit” (form P-1) which is, in effect, a unilateral contract whereby appli- 
cant agrees to all the requirements set forth in R.S. 5144 in minute detail 
together with several extra requirements: 

every Bank and every organization owned or controlled by the appli- 
cant, either alone or with others may be examined at such times as may be 
fixed by the Board, the Federal Reserve agent, the Comptroller of the Cur- 
rency, the appropriate State Authority, or other duly constituted authority, as 
the case may be, and the applicant will pay the expenses of all such 
examinations when called upon to do so; 

individual or consolidated statements of the Banks and other enterprises 
with which the applicant or any of its subsidiaries is afhliated may be 
published at such times and in such manner and in such form as may be 
prescribed by the Board, without expense to the Board; 

the applicant consents that reports of examinations and other informa- 
tion may be furnished by any duly constituted authority to the Board, the 
Federal Reserve agent, the Comptroller of the Currency, the appropriate 
State Authority, or other duly constituted authority, upon request, and the 
applicant authorizes interchange of reports and information among the 
various authorities; 

the voting permit applied for may be granted for such period and for 
such purposes as the Board may determine and if requested by the Board, 
a new application will be filed by the applicant before the expiry of the 
period covered by the previous permit; 
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if at any time during the life of any permit granted it shall appear to 
the Board that any State non-member banking institution is a subsidiary of 
the applicant and that the continuance of the relationship of the applicant 
and its subsidiary Member Banks to any such subsidiary Non-Member Bank 
is not compatible with the public interest, the applicant upon request of the 
Board will cause any such Non-Member Bank to apply for membership in the 
Federal Reserve System or will surrender any voting permit outstanding or 
will divest itself of its ownership or control of such Bank, and for failure to 
do so the voting permit granted may be forfeited; 

if a permit is granted, the application and any agreements required 
thereunder and any conditions imposed by the Board in granting such permit 
shall become binding upon the applicant and the other parties executing 
such agreements but the voting privileges under the permit shall not extend 
to the successors or assigns of the applicant. 


STATE MEMBER BANKS 


In order to become a member of the Federal Reserve System a State 
Bank must submit to a substantial amount of federal control. (Federal Re- 
serve Act, Section 9; 12 U.S.C. 321 et seq.) A State Bank must seek such 
membership by making application for the right to subscribe to stock in the 
Federal Reserve Bank in its district; it may be permitted to become such a 
stockholder by the Board of Governors of The Federal Reserve System 
subject to the provisions of the Federal Reserve Act and to such conditions 
as the Board may prescribe. 


Application must be made on forms prescribed by the Board. The Bank 
must have capital funds equal to those required of National Banks. The Board 
will consider the financial history and condition of the Bank and the char- 
acter of its management, the adequacy of its capital structure in relation 
to the character and condition of its assets and to its deposit liabilities, 
the convenience and needs of the community served by the Bank, and whether 
its corporate powers are consistent with the purposes of the Federal Reserve 


Act. 


A State Member Bank may not establish any branch nor retain any 
branch established after February 25, 1927, beyond the limits of the city, 
town, or village in which the parent Bank is situated except with the approval 
of the Board of Governors. 


A Member Bank may not permit any change to be made in the General 
character of its business or in the scope of the corporate powers exercised 
except with the consent of the Board; capital and surplus must be maintained 
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in an amount adequate in relation to the character of the Bank’s assets and 
its deposit liabilities; any proposed merger, consolidation or purchase of 
assets must be reported to the Federal Reserve Bank in the district; and a 
Member Bank’s capital funds must be increased in such amount and when- 
ever the Board deems it necessary. 

A Member Bank must comply with the reserve and capital requirement 
of the Federal Reserve Act and conform to the provisions of law imposed 
on National Banks relative to lending on or purchasing their own stock, 
withdrawal of capital and payment of dividends. Such Banks and their 
oficers and agents are also made subject to the provisions of R.S. 5200 
and are required to make reports of condition and of payment of dividends 
to the local Reserve Bank. At least their financial reports must be made 
annually on call, shall be in such form as the Board may require and shall 
be published by the reporting Bank as may be prescribed by the Board. 

Member Banks are subject to examination by examiners selected or 
approved by the Board but the Board reserves the right to accept the reports 
of examiners representing the State Authorities; the Board at any time, how- 
ever, may require a special examination by its own examiners and reserves 
the right to furnish State Authorities with copies of the reports of such 
examinations. 

A State Member Bank may not discount obligations of any borrower in 
an amount greater than a National Bank would be allowed to lend such 
borrower and each such Member Bank must give a certificate of guaranty 
that the borrower is not and will not be permitted to become liable in an 
amount allowed a National Bank while such obligations are under discount 
with the Reserve Bank. 

A Mutual Savings Bank may become a member if it has a surplus and 
undivided profits not less than the amount of capital required of a National 
Bank in the same location but the capital stock of the Federal Reserve Bank 
to which the Savings Bank must subscribe is six-tenths of one per centum of 
its total deposit liability. 

Every Member Bank is required to obtain from each of its affiliates 
(including Holding Company Affliates) not less than three reports during 
each year and forward same to the local Federal Reserve Bank and to the 
Board. The reports shall be in form required by the Board, shall be sworn 
to and shall declare the condition of each such affiliate as of dates identical 
with those fixed by the Board for call reports of Member Banks. Such reports 
of the affiliates shall be published in the same manner as the reports of the 
Member Banks. Every Member Bank shall be under a duty to obtain from 
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each affiliate (including Holding Company Affliates) such additional reports 
as in the opinion of the Board are necessary. 

State Member Banks are subject to the same limitations and conditions 
with respect to dealings in investment securities and stock as are National 
Banks. 

In connection with examinations of Member Banks by Federal Reserve 
examiners all affiliates of such Member Banks may be examined also, and 
in event of refusal of any such affiliate to furnish information required or 
to refuse to be examined or to refuse to pay the cost of such examination 
the Board may require all State Member Banks affiliated with such offending 
affiliate to surrender their stock in the Federal Reserve Bank and forfeit all 
rights and privileges of membership in the System. 


PAYMENT OF DIVIDENDS 


National Banks are permitted to declare dividends only out of “net 
profits then on hand” after deducting therefrom all losses and bad debts 
including but without limitation to, debts due to any such Bank on which 
interest is past due and unpaid for six months unless the same are well 
secured and in the process of collection (R.S. 5204; 12 U.S.C. 56). 
Dividends may be declared each six months but before any declaration one- 
tenth part of the net profits for the preceding half year must be carried to 
the Bank’s surplus fund until the same shall equa! the amount of the com- 
mon capital (R.S. 5199; 12 U.S.C. 60). 

The directors of a New York State Bank or Trust Company may declare 
dividends, not more often than quarterly, to be paid from undivided profits; 
no dividend may be declared so long as there is an impairment of capital 
(Sec. 112). A New York Bank or Trust Company in closing its books for 
any accounting period, must carry one-tenth part of its net profits to its 
surplus fund until the same equals sixty-five per centum of its capital stock 
before crediting anything to the undivided profits account. The Banking 
Board may require said credits to the surplus fund to be continued beyond 
the sixty-five per centum figure when net deposit liabilities are in excess 
of ten times capital, surplus fund and undivided profits. (Sec. 111). 


FEDERAL RESERVE BOARD CONTROL 


Under the provisions of Section 19 of the Federal Reserve Act, and 
the regulations promulgated under the authority of said section, the Board 
of Governors may define demand and demand deposits, fix balances which 
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Member Banks must maintain in Reserve Banks, determine and change from 
time to time the amount of reserves to be maintained by Member Banks 
against deposit liabilities and fix maximum rate of interest to be paid by 
Member Banks on time deposits. (12 U.S.C. 46] et seq.) 


Under Section 21 of the Federal Reserve Act it is provided that every 
Member Bank shall be examined at least twice each year, that an examina- 
tion by State Authorities may be accepted by the board and that in examining 
National Banks, all affiliates shall also be examined. The powers and duties 
of examiners are set forth and provision is made for special examinations 


of Member Banks by each Federal Reserve Bank (12 U.S.C. 481 et seq.). 


Section 23 A of the Federal Reserve Act governs the financial dealings 
between Member Banks and their affiliates, including Holding Company 
Affliates. A Member Bank may not make an extension of credit to an 
affiliate nor invest in the securities of an affiliate, nor make a loan against 
the securities of an affiliate if in the case of a single afhliate the aggregate 
amount of such extensions of credit, investments and advances against such 
collateral security will exceed ten per centum of the capital and surplus of 
such Member Bank or, in the case of all such afhliates, the aggregate amount 
of such commitments will exceed twenty per centum of the capital and 
surplus of such Member Bank (12 U.S.C. 371C). Of course such loans 
may be prohibited, in the absence of exemption order, by the terms of 
Section 17 of the Investment Company Act if a registered investment com- 
pany is directly or indirectly involved as an affiliate or a controlled or 
controlling person. 

Section 22 of the Federal Reserve Act provides the federal authorities 
with broad authority to control Member Bank internal operations and to 
deal with irregularities and delinquencies. Making a loan or gratuity to 
any examiner subjects the Member Bank agent to both fine and imprison- 
ment; the acceptance of such loan or gratuity is subject to the same punish- 
ment. Disclosure of certain information concerning Member Banks without 
authority and the performance of any service by an examiner, for compensa- 
tion, for any Bank or officer or agent thereof subjects the examiner to fine 
and imprisonment. No officer, director, employee, agent or attorney of an 
Insured Bank may receive any gift or thing of value in connection with the 
granting or extension of any loan, or substitution of security, or the discount 
or acceptance of any paper, note, draft, check or bill of exchange by any 
such Bank or corporation. A Member Bank may purchase securities or other 
property from or sell same, to any director or firm of which a director is 
a member if done in the regular course of business upon terms equal to 
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those offered to others, or when authorized by a majority of the board of 
directors not interested in the transaction. (Such transactions would be 
unlawful under the Investment Company Act, however, if the Bank was an 
affiliate of a registered investment company). No Member Bank may pay 
any greater rate of interest on the deposits of any officer, director, attorney 
or employer than is paid on other similar deposits with the Bank. No execu- 
tive officer of a Member Bank may become indebted to said Bank except 
that with the prior approval of a majority of the board of directors such 
executive officer may become indebted in an amount not exceeding $2500. 
An executive officer of a Member Bank must give a written report to the 
board of directors of said Bank with respect to any borrowing from any other 
Bank. (Borrowing by an officer from his own corporation is forbidden by the 
Investment Company Act.) Perhaps the most potent authority possessed by 
the Board is the right to remove from office any officer or director of a 
Member Bank who after hearing before the Board is found to have violated 
and continued to violate any law relating to such Bank or to have continued 
unsafe or unsound practices in conducting the business of such Bank. 


NUMBER OF DIRECTORS 


Under Section 31 of the Banking Act of 1933 (12 U.S.C. 71 a) each 
National Bank and each Member State. Bank must have not less than five nor 
more than twenty-five directors; for violation of such requirement a National 
Bank may be put into the hands of a receiver or conservator and a Member 
State Bank may, upon action taken by the Board of Governors, forfeit its 
membership in the Federal Reserve System. 


CLAYTON ANTI-TRUST ACT 


Interlocking relationships between Banks are effectively controlled by 
the provisions of the Clayton Anti-Trust Act. Under Section 8 as amended 
no private banker, nor any director, officer, or employee of a Member Bank 
may at the same time be an officer, director or employee of any other Bank 
or Trust Company organized under federal, state or District of Columbia 
laws, except as permitted by the provisions of the statute or by Regulation L. 
As a result of the exceptions thus provided any director, officer, or employee 
of a Member Bank can serve in a similar capacity with any one or more of 
the following: a banking organization directly or indirectly controlled by 
the federal government; a Bank in liquidation; a foreign banking corpora- 
tion; a Bank controlled by the same stockholders; a Bank not located and 
not having a branch in the same city, town, village or locality with the 
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Member Bank; a Bank not engaged in the same class of business; a Mutual 
Savings Bank; a Bank not organized under the National Bank Act or under 
any state law or under the laws of the District of Columbia, or any one 
cooperative Bank, credit union, or other similar institution, or another Bank 
if it is to be consolidated or merged or a purchase of assets is planned 
between the two Banks. 


FEDERAL DEPOSIT INSURANCE CORPORATION 


A substantial amount of federal control over Non-Member State Banks 
is had through the powers exercised by the Federal Deposit Insurance Cor- 
poration. Practically all Non-Member State Banks are members of the Cor- 
poration, finding it virtually impossible to attract deposits without such 
membership. The powers of the Corporation are vast. It regularly examines 
Insured Banks not members of the Federal Reserve System and reserves the 
right to examine National and Member State Banks. It may terminate the 
insured status of any bank when, after notice and hearing, such Bank is held 
to be engaging in unsafe and unsound practices. No consolidation or merger 
with or sale of assets to, a Non-Insured Bank may be effected by an Insured 
Bank without the prior approval of the Corporation. The Corporation acts as 
receiver for all suspended National Banks and for all suspended State Banks 
when appointed by State Authorities. It may make loans to or purchase assets 
from, Insured Banks in order to facilitate mergers or consolidations, and to 
reduce risks or avoid losses. An Insured Non-Member Bank may not reduce 
its capital except with the Corporation’s consent. No Insured Bank may estab- 
lish a new branch or change the location of any of its offices without Cor- 
poration consent. The Corporation regulates the advertising its members 
use to notify the public of deposit insurance. It may require Insured Banks 
to carry insurance against burglary, defalcation and other similar insurable 
losses. The Corporation prohibits the payment of interest on demand 
deposits of insured Non-Member Banks, limits the amount of interest which 
may be paid on time and savings deposits, prescribes the rates payable on 
deposits of different maturities and prohibits payment of time or savings 
deposits before maturity and the waiver of the requirement of notice before 
payment of any savings deposit except as to all savings deposits having the 
same requirement. (12 U.S.C. 264). 
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PART I 


THE EQUITY CORPORATION 
and 


THE MORRIS PLAN CORPORATION 


OPERATING STATISTICS 
AND 


COMPARATIVE DATA 


SECTION A—FINANCIAL DATA 
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(D) Preference in liquidation. 


BANK HOLDING LEGISLATION 


Section “A” 
Division (1) 


THE EQUITY CORPORATION 


Statement of Income and Expenses 


For the Year Ended December 31, 1953 


INCOME 
Cash dividends on stocks of subsidiary and/or associated companies 
The Morris Plan Corporation of America $ 397,968.00 
American Wheelabrator & Equipment Corporation 605,700.00 
Bell Aircraft Corporation 855,752.00 
Real Estate Equities, Inc. (Note 2) 
The North Central Texas Oil Company, Inc 53,387.50 
Electromode Corporation 26,041.80 
$1,938,849.30 
Cash dividends on stocks of other corporation 47,479.80 


Interest earned (including $40,092.79 on notes of subsidiary 
companies 


MANAGEMENT EXPENSES 


Salaries $ 150,236.09 
Pension trust contributions 14,835.05 
Rent and light 7,719.98 
Stationery, printing, supplies and postage 1,493.97 
Telephone and telegraph 2,581.30 
Insurance 3,085.19 
Traveling 4,131.64 
Miscellaneous expenses 5,626.95 
Directors’ allowances 5,591.20 
CORPORATE EXPENSES 
Legal fees and expenses $ 16,044.11 
Accountants’ fees 6,131.00 
Registrar and transfer fees and expenses 36,079.81 
Dividend disbursing expenses 11,572.76 
Reports to stockholders 16,010.88 
Stockholders’ meeting 8,535.77 
Custodians’ fees 745.00 


2,224.04 


TAXES: 
State franchise and sundry taxes $ 31,909.21 
Provision for Federal income taxes (no excess profits tax required) 130,000.00 


Excess of income over expenses (without giving effect to results 
of security transactions) carried to Statement of Surplus 


$1,986,329.10 


76,659.49 


195,301.37 


97,343.37 


161,909.21 


525 


$2,062,988.59 


454,553.95 


$1,608,434.64 








526 BANK HOLDING LEGISLATION 


Section A 
Division (1) 


THE EQUITY CORPORATION 
STATEMENT OF INCOME AND EXPENSES 


NotE—Included in the above expenses are management expenses amount- 
ing to $194,576.94, corporate expenses amounting to $12,729.99 and taxes 
amounting to $904.62, incurred by Planning & Service Corporation and allo- 
cated to the Corporation. 

The accompanying notes relating to financial statements, are an integral 
part of the above statement. 


Notes Relating to Financial Statements 


Note 1. The aggregate value of investments owned by The Equity Cor- 
poration at December 31, 1953 was $38,942,620.67, consisting of (1) U. S. 
Government Securities and General Market Securities at market quotations 
referred to or fair value as determined by the Board of Directors, and (2) 
other securities at fair value as determined by the Board of Directors. 


Note 2. Dividends aggregating $115,852.72 were received on the Class 
A Stock and Common Stock of Real Estate Equities, Inc. during the year ended 
December 31, 1953. Inasmuch as the dividends represented unearned surplus, 
The Equity Corporation has credited this amount, less Federal income taxes 
of $7,000.00 to the cost of its investment in Real Estate Equities, Inc. 


Note 3. The Certificate of Incorporation prohibits the payment of divi- 
dends on the Common Stock unless (a) full cumulative and current dividends 
have been paid or set apart for the Preferred Stock and (b) the net assets of 
the Corporation prior to the payment of any dividend on the Common Stock 
exceed $50 per share of the outstanding Preferred Stock plus the amount of 
the dividend to be paid on the Common Stock. 


Note 4. The Corporation called for redemption on May 16, 1953 at 
$5.00 per share all of the issued and outstanding Class A Stock. This stock 
may not be reissued. 
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Section A 
Division (2) 
THE MORRIS PLAN CORPORATION OF AMERICA 
STATEMENT OF PROFIT AND LOSS 


For THE YEAR Enpep DecemBER 31, 1953 





INCOME: 
Dividend from investments in— 
Majority-owned banks (Note 2)................. $ 894,656" 
Other Banks and Banking companies............. 12,895 
Subsidiaries other than banks (Note 2)........... 615,000 
er IID 5 o's ob vin k's caw «ed sence ckeeweuk 18,616 
$1,541,168 
SE I gs la ras i ect eh et a wate ae 27,786 
Preeene atte eareine Ga08. vos 6 ws <i cee scee ce oeawde 36,535 
ELC. 76s. hss cw abec-ovdanabeneeucben 3,729 
$1,609,219 
EXPENSES (Note 7) 
I os 6 :s:5:5 bias 5K RAR ARS BHO 58 ooo owe $ 73,107 
Dalerecs G2 Gllewt cimployoes..... ssc ces cscsccceseees 91,441 
NNN eas suas os Kaas ew Sees eae hE 2,027 
Retirement benefits and group insurance.............. 19,046 
SE NE Ns nis dived nvscdenaessencseccdmh 20,302 
Stationery, printing, supplies and postage............. 3,894 
PUOD CROATIA. 8 5 «655 kines srs tarwtcicecccss 3,710 
Traveling and related expenses...................+.. 14,007 
eee, ae Pa car 1,856 
Professional fees and expenses...................0. 12,217 
ee a ere 12,980 
Franchise and miscellaneous taxes................... 12,389 
Pune NINE). 2 .)< sais soe ath ow OES Boise 12,102 279,085 
$1,330,133 
INTEREST EXPENSES: 
RINE A Ie a Suis oni io koa Ko 5 6 oe's wind $124,820 
Amortization of debenture expense................... 1,231 126,051 
$1,204,082 
NET PROFIT ON SECURITY TRANSACTIONS: 
Profit on sales of investments in banks and other securities 
based on cost ($120,689.41), less appreciation previously 
recorded, now realized and credited directly to Earned 
I NI oo sis ww atecttaw oo $4 Wace uation oi 38,318 
$1,242,400 
Provision for Federal Income Tax Contingencies (Note 6) . . 50,000 
ee RR CINE 5s ibis 54wis os 6 ek 6s vee wesle oe $1,192,400 


The accompanying notes to financial statements are an integral part of the above statement. 
Failure of the items to add to the totals shown is due to the dropping of cents. 


* Income from majority-owned banks would have been $670,715 had there not been included earnings 
from institutions mentioned under note to balance sheet above. 
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Section A 
Division (2) 


THE MORRIS PLAN CORPORATION OF AMERICA 
Notes to Financial Statements 


(1) The investments in majority-owned banks and other companies are 
carried at net tangible asset values as disclosed by balance sheets as of 
December 31, 1953 submitted by the respective banks and other companies, 
adjusted by The Morris Plan Corporation of America for contingency re- 
serves, etc. The investments in other banks and banking companies in prior 
years were also carried at net tangible asset values, but during the year the 
Corporation adopted the policy of valuing minority-owned banks and banking 
companies at cost and accordingly applied $158,738.19, representing surplus 
from the appreciation of such investments, to the reduction of the carrying 
value thereof to cost. The investment in National Industrial Credit Corporation 
is based upon its balance sheet which has been adjusted to reflect— 


(a) the underlying net tangible assets of the subsidiary and affiliated life, 
fire and casualty insurance companies (which are subject to super- 
vision by State insurance authorities) on the basis of net admitted 
assets plus the estimated equity in unearned premium reserves; certain 
statutory and voluntary reserves; and less the difference between the 
carrying amounts and quoted market values of marketable investments 
and less provisions for Federal income taxes on certain of such ad- 
justments; 


(b) net tangible asset amounts represented by the capital stock and surplus 
as of December 31, 1953 of the other subsidiary companies. 


(2) A comparison of the dividends received or receivable from uncon- 
solidated majority-owned subsidiary banks, National Industrial Credit Cor- 
poration and its majority-owned subsidiaries for the year ended December 
31, 1953 with the equity in net income of such subsidiaries applicable to the 
holdings therein of the Corporation based on statements submitted by such 
subsidiaries for the same period is as follows: majority-owned banks—divi- 
dends $894,656.82; equity in net income $1,743,758.32; subsidiaries other 
than banks—dividends $615,000; equity in net income $986,558.44, without 
considering the changes during the year in the portion of unearned premium 
reserves and securities valuation and other adjustments recognized in the 
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Section A 
Division (2) 


THE MORRIS PLAN CORPORATION OF AMERICA 


Notes to Financial Statements (Cont’d.) 


carrying value of the investment of National Industrial Credit Corporation 
in its majority-owned insurance companies. 


(3) The Fifteen Year 4% Debentures due February 1, 1966, are subject 
to redemption, in whole or in part, at the Corporation’s option at 102.6% of 
the principal amount thereof if redeemed prior to February 1, 1954, and 
thereafter on a graduating scale decreasing to 100.2% of principal if re- 
deemed during the twelve months prior to February 1, 1966, plus in each case 
interest accrued to the redemption date. 

As long as any of the fifteen year 4% Debentures are outstanding, the 
Corporation is required to make the following payments to a sinking fund 
for the redemption of debentures which are redeemable at their principal 
amount and accrued interest: 


(a) On August 1, 1954, and on each August 1] thereafter to and including 
August 1, 1965, the sum of $150,000. 


(b) On April 1 of each year, a specified portion of the proceeds or profits 
from sale, redemption or liquidation of investments, with certain 
exceptions. The amount as of December 31, 1953 which will be pay- 


able on April 1, 1954, under this provision is $60,429.09. 


Under certain circumstances, the Corporation is required to make additional 
payments to be designated as an Optional Sinking Fund consisting of further 
portions of the proceeds from sale, redemption or liquidation of certain invest- 
ments. As of December 31, 1953, no payment was required under this pro- 
vision. 

The Indenture under which the Fifteen Year 4% Debentures were issued 
includes, among other things, a restriction with respect to the payment of 
dividends on common stock; the amount of surplus as of December 31, 1953, 
which is not restricted under the Indenture for payment of dividends on such 
stock is approximately $3,690,000. 

(4) The Preferred Stock, Series A, is subject to redemption, in whole or 
in part, at the election of the Board of Directors, at $52.50 per share if 
redeemed prior to May 1, 1954, and thereafter at $52.00 per share, plus in 
each case dividends accrued to date of redemption. 

The Preferred Stock, Series A, has preferences in voluntary liquidation of 
$52.00 per share and in involuntary liquidation of $50.00 per share, plus 
accrued dividends in each case. Of the capital surplus, $3,926,860 is equiva- 
lent to the difference between the aggregate par value of the outstanding 
Preferred Stock and the aggregate amount (except for accrued dividends) to 
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Section A 
Division (2) 


THE MORRIS PLAN CORPORATION OF AMERICA 


Notes to Financial Statements (Cont’d.) 


which such stock would be preferentially entitled in involuntary liquidation. 
Counsel for the Corporation has furnished an opinion that there is no restric- 
tion upon surplus arising as a result of this excess. 

Under the terms of the Preferred Stock issue, the amount of surplus not 
restricted as to the payment of dividends or other distributions to the holders 
of the Common Stock of the Corporation was larger at December 31, 1953, 
than the amount not restricted under the terms of the Fifteen Year 4% 
Debentures (see Note 3). 

On June 1 and December 1 of each year, so long as any shares of the Pre- 
ferred Stock, Series A, shall be outstanding and provided preferred dividends 
are not in arrears, the Corporation is required to pay the sum of $50,000.00 
to a Purchase Fund Agent for the purchase of Preferred Stock, Series A, at 
prices not in excess of $52.00 per share. Such stock purchased (19,860 shares 
as of December 31, 1953) shall not be reissued. 

Of the Common Stock authorized and unissued, 178,780 shares are reserved 
for issuance upon the exercise of Common Stock Purchase Warrants outstand- 
ing as of December 31, 1953. Of these, 160,280 shares may be purchased by 
the holders of the Preferred Stock, Series A, by the exercise of Non-detachable 
Purchase Warrants at an adjusted basic price of $10.40 per share until May 1, 
1956, on which date the warrants become void. The remaining 18,500 shares 
may be purchased by the holders of transferable warrants on the same terms. 

(5) If all recorded appreciation were realized, the Federal income tax 
(based on current tax regulations) which would be payable by The Morris 
Plan Corporation of America has been estimated by the Corporation at 
$2,100,000. The amounts at which the Corporation’s investments are carried 
and the surplus from appreciation from investments have not been reduced 
for this tax because, in the judgment of the Management, the realizable value 
of such investments, net of Federal income tax, is at least equal to the carrying 
value thereof. 

(6) The Morris Plan Corporation of America files a consolidated Federal 
income tax return with its includable subsidiaries. No part of the tax computed 
as payable for this group is allocable to the Corporation. During the year a 
provision of $50,000 was made to provide for Federal income tax con- 
tingencies of prior years. 

(7) Planning & Service Corporation, owned jointly by The Morris Plan 
Corporation of America and The Equity Corporation (parent company), was 
formed to furnish services to the Morris Plan group and the Equity group 
of companies. Among the services to be rendered are: accounting, purchasing, 
investment research; and furnishing executive, clerical and secretarial per- 
sonnel, 
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Planning & Service Corporation undertakes to render these services to the 
Morris Plan group and the Equity group without profit to it. 

Advance payments are made by the various companies using these services, 
based on a budget prepared by Planning & Service Corporation. 

Adjustments are made quarterly on the basis of actual expenses incurred 
and services performed during the preceding quarterly period. 

The agreement with Planning & Service Corporation will continue indefi- 
nitely until terminated by mutual agreement, provided that any party thereto 
may withdraw by giving: sixty days’ prior notice. 

For the year ended December 31, 1953, expenses of Planning & Service 
Corporation were allocated to The Morris Plan Corporation of America in 
the amount of $235,256.56; such expenses are incorporated under the appro- 
priate classifications in the statement of profit and loss (salaries of officers, 
shown thereon, includes compensation paid to senior officers only). 
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to the Schedule Two 
Part I 
Section A 
rvices, Division (3) 
-urred NATIONAL INDUSTRIAL CREDIT CORPORATION 
ndefi BALANCE SHEET AT DECEMBER 31, 1953 
a 
ereto ASSETS 
ervice eT Ee CORRES SE eee ey eee $ 49,292 
ica in Accrued Dividends Receivable...................--. 94,144 
ppro- Investments in Subsidiaries and Affiliated Company at 
ficers, asset values: 
Subsidiaries: 
American Installment Credit Corporation........ $1,754,405 
Bankers Security Life Insurance Society........ 1,492,975 
Ee oe ee ere eee 45,738 
Industrial Insurance Company...............++- 4,525,148 
Transfer General Corporation.................. 16,571 
$7,834,840 
Affiliate: 
Hawkeye-Security Insurance Company............ 182,418 8,017,259 
: 2,185 
RE EL, Siva vide ekutarsacs sceeneNanewes $8,162,880 
LIABILITIES 
Accounts and Accruals Payable.................+00+: 2,256 
Notes Payable—Unsecured 
i eo .  e $ 62,500 
The Marine Midland Trust Co. of New York........ 62,500 125,000 
DOARRE SONS. CN ede caetitil rc ergvevevxverres 250,000 
Reserve for Federal Income Tax assumed............. 85,000 
Capital and Surplus 
Capital 49,135 shs. Cum. pfd. Stock at $1.00 
par value per share............ $ 49,135 
Capital 15,578 shs. Common Stock at $.10.......... 
par value per share............ 1,557 
$ 50,692 
Peren Sdoplue.....). i .ssananie. + sane san ledeewien 5,828,872 
$5,879,565 
Surplus from Appreciation since 
ey ae Sg a ee $1,308,100 
Earned Surplus since January 1, 1949.. 512,957 1,821,058 7,700,623 
$8,162,880 


Failure of the items to add to the totals shown is due to the dropping of cents. 
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Section A 
Division (3) 


NATIONAL INDUSTRIAL CREDIT CORPORATION 
STATEMENT OF INCOME AND EXPENSES FOR THE YEAR 


ENDED DECEMBER 31, 1953 
INCOME 


Dividends Earned: 
Subsidiaries: 
(2) American Installment Credit Corporation......... 
Bankers Security Life Insurance Society.......... 
nes Tn Bona ee hs ees 


Transfer General Corporation.................+.- 


Affiliate: 


(1) Hawkeye-Security Insurance Company............ 


Interest Earned on U. S. Government Bonds 


EXPENSES 


Management Expenses 





ee eee Ld ee eee ee a ee eR $ 2,975 
I i a  male® 57 
OT Nn ae a serene at cea S 314 
ee a SR a ee Rditandly wurde ath 58 
Total Salaries and Related Expenses..................$ 3,404 
SO UO aio async a wic.dcnin whew Rtas 863 
Insurance baat SS Te ee ee Cea ee 48 
Miscellaneous  alsela ais ake ore ee Ot awia veeames 99] 
Rent ‘ Tree eer eee. wee wae een 2,447 
Stationery, Prmting and Supplies. . bn fet isi cate eee 281 
Telephone, Telegraph and Postage Poe wae ae a 272 
CE ey. oe a ee OTE ee se EY 519 
$ 8.829 
NE NNN ss. 650s Greens camaasasewmounrane 1,710 
Taxes, Fees and Licenses cee ee eer ecseseencsceeeeeeseesecbdbens 2,267 
$12,807 
Interest Expense. Dilta d-a-m tat aianet eae Wie cde alia GRR a a cal 6,511 
Provision for Federal Income Taxes assumed for 
MUORCIAL AMIS, ERG; «0 s.0.. 0:0. 0)0:0.0:0 REDE UN dake os 
Profit on sale of 1 share of Industrial Insurance Company 
Pn Nk a eee $ 88 
Less: Appreciation previously recorded, now realized and 
credited directly to Earned Surplus................ 56 
NET INCOME er ane. dc POS Cl aa erent Oke ret 


Failure of the items to add to the totals shown is due to the dropping of cents. 
(1) Includes equity in unearned premium reserves. 


$ 35,000 
164,752 
610,000 

1,000 
$810,752 
5,385 
$816,137 
253 


$816,390 


19,318 
$797,072 
85,000 
$712,072 





31 
$712,103 





(2) Includes investment in 107,814 shares of Northeastern Insurance Company of Hartford inclusive 


of equity in unearned premium reserves. 
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536 BANK HOLDING LEGISLATION 


Schedule Two 
Part I 
Section A 
Division (5) 


Number of Stockholders as of December 31, 1953) : 


THE EQUITY CORPORATION 








Class Regular Constituents Total 
PUOUENG:, wdc dicate gocae cree eer reat oes shu k a’ 4,041 635 4,676 
a a eH hg 452 190 642 
RSE x cer viiea tn tyecesede tie cdeenaebe tte 26,896 16,894 43,790 
Total including Class A Stock.................. 31,389 17,719 49,108 























I is a oe Chie eet ere, Bay Se alee 1,004 0 1,004 
a a ae tia ie a cleat ae ea 1,748 605 2,353 
RSS Se ee errs ee ee 2,752 605 3,357 
GRAND TOTAL...... 52,465 
Per Share 
December 31, 1953: — Assets value Equity Common.................... $ 3.83 
Market value Equity Common...................55 2.00 
Asset value M.P.C.A. Common................00005 11.20 
Market value M.P.C.A. Common.................- 5% 

February 26, 1954 


THE MORRIS PLAN CORPORATION OF AMERICA 
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2.00 


share 
11.20 





5% 
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Part I 


; Part I 
Section B Section B 
§ 
Year-end 1953 
Appreximate Number of Employees in Banks in which 
THE MORRIS PLAN CORPORATION OF AMERICA Majority-O1 
has a Majority Stock Interest “— 
The Citi 
(Includes active salaries officers, clerks and building employees) acne 
Cine: 
12/31 /53 Fidelity 
———— we 
Workin 
ae 31 Pitts 
The Bac 
IE arvedndnhiitncscintiisnadinciitcintatanittinmunecetitaeeatieisdiie 109 a l 
The Cor 
SEIN 2 clea bvieishdimenpanidacaisancnctlosiiigatginrecssaoadlt 93 pein 
— 
. ac. 
ND 8 sc cisdiincabinndiiiannsitssnnatwinilinseiions 192 The Ch 
RR NOI «isi ccnidthecedaccessiccncbicsogiinansthnonsttenniis 85 Pe 
L 
I aii aiciaeciilimiiidlas 42 ~ 
Minority In 
RIN ssccncsickteciehpuliliscssrin tps hinaseeiacciligsesingunethcdiniiivedaiatass 212 The Bar 
Ak 
INIT dik cshcts ales lncnidahbhinsindiieaicinnd a daaeinnidbiaiaih 73 Morris 
Broc 
SINPPIRIOIIN sinc ittisisiip i aiaditsiarcdaieii acpi bdlaaedaienantiaes 542 The Mo 
Ceds 
SIN Sacatdici ina Sil dinasneniniciniataiabiativencatibeniindaiieiicanniutiditiiaabie 617 — 
EIN wicscsctadlbssaiscadecitisltnizsanisennniiinnningubaeniaiiipaideiel 42 
Des Me 
IIIT: ssnccichscnsidisiesdlsdiidanienscinndaseahianinccunlabcchadiuniivohid 251 Des 
The Me 
RIOT sicsaceninestndbscepiweaiiacali ict dolnicssaultbeadsuisiodasiiaal 29 Dur! 
ee 
2318 Dak a 
————— Loui 
The N 
Directors of Such Banks: ‘es 
Total number of different directors.................cc0sccceeeseeeeeeee 169 om 
Representatives of The Morris Plan Corp. of America... 7 — 
Fideli 
Maximum number directors any one Bank: Sen 
IIIT dnncssciatscopsabuiaboadibuihciiiniaiotecnsnaaienatinianianiisilinidiovennd 4 = 
NOD - sciesatiiesnsiicidicteoncninneneinbimuhalsbeanitonincanaiiiiniioinilashiteiuitih 2 = 
a 
All other except “Standard” and “Blue Island””.................. 1 Morris 
Wh 
Chicago “Standard”—Chicago “Blue Island”................... 0 bg 


You 
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Part I 
Section B 
Chart Three 


HISTORICAL DATA 
Subdivision (a) Disposition of The Morris Plan Corporation 
of America’s Ownership in Banks 


Name and Location 


Majority-Owned: 


Industrial Bank of Centra] New York 
Syracuse, New York 

The Citizens Bank of Washington 
Washington, D. C. 

The Guardian Bank and Savings Co. 
Cincinnati, Ohio 


Fidelity Bank & Banking Company 
Lowell, Mass. 

Workingmans Savings Bank and Trust Co. 
Pittsburgh, Pa. 

The Baden Bank of St. Louis 
St. Louis, Mo. 

The Community Bank 
Warren, Michigan 

Central Savings Bank of Florida 
Jacksonville, Florida 

The Charter Bank 
Philadelphia, Pa. 


North Shore Bank and Banking Company 
Lynn, Mass. 


Minority Interests: 


The Bank of Akron Company 
Akron, Ohio 


Morris Plan Bank & Banking Co. of Brockton 


Brockton, Mass. 


The Morris Plan Company of Cedar Rapids 
Cedar Rapids, Iowa 

Pioneer Bank 
Chattanooga, Tennessee 


Des Moines Morris Plan Company 
Des Moines, Iowa 

The Morris Plan Industrial Bank 
Durham, North Carolina 

Lawrence Morris Plan Banking Company 
Lawrence, Massachusetts 

Bank of Louisville 
Louisville, Kentucky 

The New Bern Morris Plan Company 
New Bern, North Carolina 

Norwood Morris Plan Company 
Norwood, Mass. 

The Morris Plan Company 
St. Joseph, Missouri 

Fidelity Investment, Inc. 
South Bend, Indiana 

The Topeka Morris Plan Company 
Topeka, Kansas 

The Morris Plan Company of Waterbury 
Waterbury, Conn. 

Morris Plan Savings and Loan Company 
Wheeling, West Virginia 

The Peoples Bank of Youngstown 
Youngstown, Ohio 


Date of 


Disposition 


of Interest 
o_o 


6/29/53 
1/31/47 


5/31/49 


9/16/48 

7/8/49 
9/30/48 
4/28/50 


8/8/51 


9/30/50 
4/18/51 
8/27/47 


7/15/47 
8/4/47 
11/12/47 
7/26/48 
12/31/49 
12/13/46 
3/31/50 
4/2/47 
6/17/47 
9/30/47 
3/31/50 
12/31/49 
4/18/47 
8/29/51 
12/21/50 


7/31/% 


To Whom Sold 


Lincoln National Bank & Trust Company 
Syracuse, New York 


Union Trust Company 
Washington, D. C. 


The Provident Savings Bank and Trust Co 
The City Loan Company 
Cincinnati, Ohio 


Family Finance Corporation 
Wilmington, Delaware 


Mellon National Bank & Trust Co. 
Pittsburgh, Pa. 

Bank of St. Louis 
St. Louis, Mo. 


The Bank of Commerce 
Hamtramck, Michigan 

Local Group 

Central Penn National Bank 
Philadelphia, Pa. 


Family Finance Corporation 
Wilmington, Delaware 


Local Group 
Local Group 
Local Individual 


Local Group 


Local Group 
Local Group 
Local Group 
Local Group 
Local Group 
Local Group 
Local Group 
Local Group 
Local Group 
Liquidation 
Local Group 


Local Group 
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December 31, 1953 


Subdivision (b): THE MORRIS PLAN—LOAN RECORD 
Figures for Reporting Morris Plan Banks and Companies 
1910 Through 1953 


(A) Estimate of total loans. $714 Billion 
(B) Approximate number of total loans made 2014 Million 


(C) Average loan for all Banks and Companies 
throughout entire period 


(D) Average loan for Majority-owned institutions 
for period 


(E) Average loan made by Industrial Bank of 
Commerce, New York City, during 1953 was 


December 31, 1953 


Subdivision (c): BANKERS SECURITY LIFE—INSURANCE RECORD 


BANKERS SECURITY LIFE INSURANCE SOCIETY 


(A) Insurance Written (1917-1953) more than $214 Billion 
(B) Premiums Paid (1917-1953) $27,300,610 
(C) Lives Insured (1917-1953) 7,020,021 





BANK HOLDING LEGISLATION 


AMERICAN INSTALLMENT CREDIT CORPORATION 


RECORD 


Year Ended December 31, 1952 


No. of States 
Volume of business 


Number of Units 
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Part I 
Section B 
Chart Seven 


December 31, 1953 


BANK HOLDING LEGISLATION 


Subdivision (e): MORRIS PLAN CORPORATION 
Capital Contributions and Senior Financing arranged for Banks by 
M.P.C.A. since 1944 Year-End 


Bank Date Amount 


The Bank of Georgia 
Atlanta, Georgia 

Buffalo Industrial Bank 
Buffalo, New York 

The Bank of Virginia 
Richmond, Virginia 


11/ 8/45 
11/29/46 
6/16/48 
10/ 4/49 
11/26/45 
2/27/48 
9/24/53 
1/21/47 


2/28/50 


$ 108,607.50 
112,213.50 
123,660.00 
142,800.00 
255,367.50 
304,130.24 
535,701.00 
112,920.C0 

56,340.00 


Stock Subscription 
Stock Subscription 
Stock Subscription 
Stock Subscription 
Stock Subscription 
Stock Subscription 
Stock Subscription 
Industrial Bank of Schenectady 
Schenectady, New York 
The Tennessee Valley Bank 
Knoxville, Tennessee 


Stock Subscription 

Stock Subscription 

12/14/45 Stock Subscription 104,150,00 

The Citizens Bank of Washington 
Washington, D. C. 

Industrial Bank of Central New York 
Syracuse, New York / 3/47 


11/26/45 Stock Subscription 386,674.06 


Stock Subscription 101,475.00 


$2,344,038.80 


Buffalo Industrial Bank 


Buffalo, New York 
The Bank of Ohio 
Cleveland, Ohio 
Industrial Bank of Commerce 
New York, New York 
Industrial Bank of Schenectady 
Schenectady, New York 


Capital Note 


Capital Note 
Capital Note 
Capital Note 


$ 150,000.00 
750,000.00 
1,000,000.00 
1,000,000.00 


100,000.00 


Capital Note 
Industrial Bank of Central New York 
Syracuse, New York 


Capital Note 100,000.00 


$ 3,100,000.00 


$ 2,344,038.80 
3,100,000.00 


$ 5,444,038.80 


Total Stock 

Total Notes 

Grand Total Financing 

Retained Earnings (M.P.C.A. Share) $ 6,553,976.00 


Total Contribution to Capital $11,998,014.00 
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Part I 
Section B 
Chart Eight 


December 31, 1953 


Subdivision (f): Capital contributed by MPCA 
or affiliates to minority owned banks or non- 


owned institutions at request of authorities. 


In or about 1930 Industrial Bank of Commerce, at the 


request of the New York State Banking Department, 


purchased approximately $1,000,000 of installment pa- 


per from Modern Industrial Bank. 
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ies as of December 31, 1953. 


ed By The Banks To 


(###) Two Banks 


BANK HOLDING 


Figures at December 31, 1953 


LEGISLATION 


MORRIS PLAN INFLUENCE COMPARATIVE DATA 
(000 Omitted) 


Total 


Resources Loans 


Affiliated Banks $ 474814 $ 244,796 


aggregate) 


R. Member Banks in States 


where M.P.C.A. Banks located *69,076,431 25,486,168 


New York City 
M.P.C.A. Bank 


New York City 


F.R. Members 30,084,685 12,283,996 
Largest Bank in N. Y 


The Chase National Bank 5,562,461 2,393,667 


Chicago 
M.P.C.A. Banks 25,019 


Chicago 


F.R. Members *10,047,655 3,098,828 


Buffalo 
M.P.C.A. 


suffalo 


F.R. Members *11,129,427 


3 Largest Insurance Cos. in New York Area 
Metropolitan Life $12,311,933 
Prudential Life 10,944,000 
Equitable Life 7,044,738 


29,576,076 


* Figures at September 30, 1953. 


% Loans No. of No. No. 
to Total Accts of of 


Deposits Deposits Served Banks Branches 


$ 410,796 59.58% 830M 13 36 


62,103,786 36.90% navailable 1,929 


79.49% 
26,356,884 46.61% navailable 
5,062,087 navailable 

83,657 29.91% 109M 
9,179,427 33.76% navailable 


56.32% 


1,041,498 45.66% Unavailable 


3 Largest Finance Cos. in the U. S 
G.M.AA $2,452,819 
CLT 1,738,329 
Coml. Credit Co 1,068,696 


$5,259,845 
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Section B 
Chart Eleven 


December 31, 1953 





Industrial E 
N. Y.. 
Corn Excha 
NEW YORK CITY BANKS me nae 
(20th larg 
Total Assets Deposits 
BIN POR cas occ cece es vsesccccecs $6,049,021,671 $5,538,214,433 Part I 
2. Chase National Bank..................... 5,562,461,665  _5,062,087,049 a 
3. Manufacturers Trust Company............. 2,933,112,690 2,699,398,711 
4. Guaranty Trust Company.................. 2,972,598,720 2,520,952,093 
a ee | ar 2,133,918,389 1,907,575,991 
6. Chemical Bank & Trust Co................. 2,006,636,863 1,816,211,892 
ee, | a a a ee 1,842,154,414 1,656,719,012 
ee ae eee 1,487,396,547 1,323,864,572 
9. Bank of the Manhattan Company............ 1,435,342,124 1,298,606,987 
10. Corn Exchange Bank & Trust Co............ 830,021,173 774,712,760 
Industrial Bank of Commerce............... 90,551,743 75,172,985 
Note: Of the 300 largest banks in the United States, Industrial Bank of Commerce 13 Mor 
is 291 in size of deposits. 
Largest 
(Bar 
INDUSTRIAL BANK OF COMMERCE 2nd La 
Number of Accounts December 31, 1953: (Nat 
My Sioa eR ain ove’ She sane'o de 27,813 3rd I 
Special Checking............. 26,361 a 
Regular Checking............ 15,634 (Cha 
Rr Sock dintn oe ebb oe oe 96,679 
Ds Sadiicpinsvecwucemae 166,487 10th Le 
Total Loans December 31, 1953.......... $59,757,043 (Che 


Loss since inception (consumer loans) $2,383,000 (.0023 of total volume 
$1,016,857,000) . 
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COMPARATIVE DATA SHOWING OPERATING EFFICIENCY 





Total Net Total No. of 
Resources Deposits Worth Loans Offices 
justrial Bank of Commerce, New York, 
N. ¥ $ 90,551,743  $ 75,172,985  $ 8,261,336 $ 59,757,043 12 
rn Exchange Bank 830,021,173 774,712,760 51,388,443 216,033,719 78 
10th largest in N.Y.( 
20th largest in U.S.) 
| 
433 Part I 
Section B 
049 Chart Twelve 
71) 
2 
1 MORRIS PLAN COMPARATIVE DATA 
892 Se ee 
012 COMPARISON OF TOTAL RESOURCES TO 
2 CORRESPONDENT BANK DEPOSITS 
987 ee ee 
760 
= Total Correspondent 
985 Resources Deposits 
2 
eae 13 Morris Plan Affiliated Banks.................... $ 474,814,000 $12,269,000 
Largest Bank in United States................2+0+ 8,501,761,721 309,460,000 
(Bank of America) 
2nd Largest Bank in United States................ 6,049,021,671 837,783,000 
(National City Bank) 
ird Largest Bank in United States.................5,562,461,550 1,096,562,000 
(Chase National Bank) 
10th Largest Bank in United States.............. 2,006,636,863 383,321,000 
(Chemical Bank & Trust Co.) 
ime 
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Schedule Two Schedale 
Part I Part I 

Section B (Cont.) Section I 
Chart Thirteen Chart Fo 


COMPARISON OF INCREASES 
IN CAPITAL ACCOUNTS, DEPOSITS AND LOANS ) 
MORRIS PLAN BANKS AND COMMERCIAL BANKS 


Net Worth Deposits Loans 


(In millions of dollars) 


December 31, 1945 




















Year Enc 
All Commercial Banks.................. $ 8,950 $150,227 $26,083 3 
Federal Reserve Members ............... 7,589 129,670 22,775 a 
UOURES CU TIED «ooo c sc ov ssencisenee 17 258 82 Mo 
December 31, 1953 Year Enc 
All Commercial Banks.................. $13,630 $175,140 $68,260 (1) Ins 
Federal Reserve Members ............... 11,345 148,873 58,416 (1) Inst 
EE OO ee 31 392 225 (3) Mo 
Increase in Dollars 1945 over 1953 — 
All Commercial Banks.................. $ 4,680 $ 24,913 $42,177 7 
Federal Reserve Members ............... 3,756 19,203 35,641 Mo 
SeenGUs WENN MUNN... ccs cece ses awses 14 134 143 
Decrease 
Percentage Increase 1945 over 1953 1953 ov 
All Commercial Banks. ...............:: 52.29% 16.58% 161.70% Ins 
Federal Reserve Members ............... 49.49% 14.81% 156.49% Ins 
eg a 82.35% 51.93% 174.39% Mc 
sare = 
Federal Reserve Bulletin—April, 1954—Page 361—Commercial Banks and Federal Reserve Members (2) M 


F.D.1.C. Reports—Morris Plin Banks (3) B 





LILS 


260 
416 
225 


177 
641 
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Schedule Two 
Part I 

Section B (Cont.) 
Chart Fourteen 


COMPARISON OF EARNINGS OF 
MORRIS PLAN BANKS AND COMMERCIAL BANKS 
Net Earnings (After Income Taxes) 


(Amounts in Thousands of Dollars) 





Return on 
Dollars Net Worth 
Year Ended December 31, 1945 
Insured Commercial Banks................... (1) 905,912 10.45% 
Insured Federal Reserve Banks................ (1) 788,294 10.39% 
ee ee eee (3) 1,146 10.77% 
Year Ended December 31, 1953 
(1) Insured Commercial Banks................... (2) 1,026,000 7.93% 
(1) Insured Federal Reserve Banks................ (2) 865,263 7.63% 
Cy SE WE EER gsc oe cas 0 crcies anes eevee (3) 2,697 8.60% 
Increase in Dollars 1953 over 1945 
Insured Commercial Banks......... Stell 120,008 
Insured Federal Reserve Banks................ 76,969 
See WEN SN, 6 tacts ouas 0% eked ans exe 1,551 
Decrease in Percentage of Return on Net Worth 
1953 over 1945 
Insured Commercial Banks................... 2.52% 
Insured Federal Reserve Banks................ 2.76% 
Ee WUT IS ho ioc a Us down che eeu wween 2.17% 


Source: 


(1) 1945 Annual Report of Federal Deposit Insurance Corporation 
(2) May 1954 Federal Reserve Bulletin 
(3) Bank Reports to Regulatory Authorities 
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SCHEDULE TWO 


Part I, Section B (Continued ) 


Chart Fifteen: The Morris Plan Record in Washington, D. C. (Union Trust Company) 





Union Trust Company Data: 


Before consolidation with Citizens Bank and Present (Dec. 31, 1953): 





EARNINGS (Total) $81,600.39 (NET) (6 MONTHS) 
June 30, 1946 
Per Share Per Share 
Capital Deposits Loans (Per Share) Market Asset Value 
Capital 
Surplus $3,981,000 $32,192,000 $ 1,941,000 $.81(6 Mos.) (1) $31.00 Bid (1) 
Undiv. Profits 33.00 Offered (1) $39.81 (1) and (2) 


EARNINGS (Total) $147,740 (NET) 
Dec. 31, 1946 
Capital 
Surplus $3,998,082 $29,111,549 §$ 2,522,737 $1.477 (1) $32.40 Bid (1) 
Undiv. Profits 40.00 Offered (1) $39.98 (1) and (2) 


EARNINGS (Total) $382,549 (NET) 
Dec. 31, 1953 
Capital 
Surplus $4,856,648 $55,229,069 $25,340,676 $3.825 $44.00 Bid 
Undiv. Profits 50.00 Offered $48.566 


(1) Adjusted for 5 to 1 stock split 


(2) The Morris Plan Corporation offered $50 per share for this stock and purchased 2/3rds. of the 
outstanding shares at this price during September 1946. 


Source: Bank reports to Comptrollery of the Currency 
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SCHEDULE TWO 


PART I 


SECTION B 


. 


who have appeared more than 


once at hearings and record of their banks as compared to record 
of banks of The Morris Plan Corporation 


1947 


Robert S. Beasley 
NTHS Vice President 
Beverly Hills National 
Bank & Trust Co. 
Beverley Hills, Calif. 


Share 


t Value 


1) and 


Ben Du Bois 
Pres. First State Bank 
Sauk Center, Minn. 


and (2 


1950 





Emmert D. Brumbaugh 

Chrm. Legisl. Com. 

Nat. Assn. of Supervisors 
of State Banks 


Ben Du Bois 


William L. Gregory 

V.P., Easton-Taylor 
Trust Co, 

St. Louis, Mo. 


Harry J. Harding 
Pres., First Nat. Bank 


of Pleasanton, Calif. 


Joseph E. Healy 
The Citizens National Bank 
Hampton, Va. 


Orval W. Adams 

Exec. Vice Pres. 

*Utah First National Bank 
Salt Lake City, Utah 


Charles F. Zimmerman 
Pres., First National Bank 
Huntingdon, Pa. 


* Name changed to First National Bank of Salt Lake City. 


84937 O—54i—pt. : 


- 


20 


1953 





Emmert D. Brumbaugh 

Pres., First National 
Bank 

Claysburg, Pa. 


Ben Du Bois 


W. L. Gregory 


Harry J. Harding 


Orval W. Adams 


Harry Arthur 
Pres., Arthur State Bank 


Union, S. C. 


Walton W. Steele, V.P. 
Baltimore Bank of 
Kansas City, Mo. 


W. J. Bryan 
Third National Bank 
Nashville, Tenn 
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December 31, 1953 





Net Worth Deposits Loans 








First National Bank, Claysburg, Pa... $ 471,062 $ 3,710,910 $ 1,217,919 
First State Bank, Sauk Center, Minn.. 176,206 2,012,640 1,058,312 


Easton-Taylor Trust Co., St. Louis, 
Bc lea. cee ic ne ree. hie 826,570 14,216,610 5,349,855 


First National Bank of Pleasanton, 
EE SocNckuskwow aed wee cess 184,672 2,716,589 1,033,065 


First National Bank of Salt Lake City, 


SM Ge ec oc caee ett tiesto 3,398,995 104,366,208 14,308,975 


Total for five banks......... $ 5,057,505 $127,022,957 $ 22,968,126 


Percentage of total loans to 


total deposits above....... 18% 


Thirteen Morris Plan Banks........ $32,061,880 $410,762,306 $230,655,391 


Percentage of total loans to 
total deposits............ 56% 


COMPARISON OF DATA FOR 
INDEPENDENT BANKS AND MORRIS PLAN BANKS 


as at December 31, 1953 


Percentage of 








Net Worth Deposits Loans Loans to Deposits 
Five Independent 
RE” .ccuwes $ 5,057,505 $127,022,957 $ 22,968,126 18% 
Thirteen Morris 
Plan Banks .... $32,061,880 $410,762,306 $230,655,391 56% 








*Banks, representatives of which appeared at 1950 and 1953 hearings. 
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PART II 


OTHER BANK STATISTICS 


SECTION A 


BANK HOLDING COMPANY DATA 


SECTION B 


MISCELLANEOUS BANK DATA 
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December 31, 1953. 


SCHEDULE TWO—PART II (Cont. ) 


Section A: Bank Holding Company Data 


Division (2): Overall Commercial Bank and Branch Changes 


1933 - 1952 


Increase or Percentage 
Dec. 31, 1933 Dec. 31,1952 (Decrease) Change 

Banks (Number) 14,450 14,046 (404) (2.80%) 
Branches (Number) 2,786 5,464 2,678 96.12% 


Source: Record 


Senate Banking and Currency Committee Hearings, 1953, Pages 44-47. 


December 31, 1953 


Deposits $15,290,737 


SCHEDULE TWO — (Cont. ) 


Section A: Bank Holding Company — Data Division (3): 
Bank Holding Company Bank Deposits and Deposits of all Commercial Banks 


as at December 31, 1948 and December 31, 1952 


Percentage of Total 
Represented by Bank 


Bank Holding Company Banks All Commercial Banks Holding Company Bank 
*1948 °*1952 1948 1952 1948 1952 


7 $172,930,961,000 10.70¢ 86% 


000 $13,600,326,000 $142,842,817,000 


* 1948 figures are earliest available 


** Bank of America excluded since it was not controlled by any Bank Holding Company as at 


December 31, 1952. 


SOURCE: Record Senate Banking and Currency Committee Hearings, 1950, Page 54 and 1953, 
Pages 44-47 
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December 31, 1953 


SCHEDULE TWO—PART II (Cont.) 


Section A: Bank Holding Company Data 


Division (4): Bank Holding Company Banks Federal Reserve 


Membership as at December 31, 1952 


Non- 
Federal Federal 
Reserve Reserve 
Members Members 
Resources. ... (Not Available) 
Deposits $18,159,560,000 $2,082,149,000 


Source: Record—Senate Committee Hearings on S. 1118, 1953, Pages 44-46. 


Federal 
Reserve 
Members 
Percentage 


of Total 





87.21% 


Divisi 


Ba! 





Sours 
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SCHEDULE TWO 


PART II (Cont.) 


Section B: Record of Financial Difficulties of Banks 
Division (1): Record of Bank Failures of Federal Reserve Member 


Banks from December 31, 1928 through December 31, 1934 


FEDERAL RESERVE 
MEMBER BANKS 








Year Number Deposits 

(Millions) 
BO Sith l ia keseane sees ig a ee meee 81 $ 58,073 
BN iain Pee iaiceGetM tack ae hdesvcceed ean are 188 372,845 
PORE cunethwines 1050 OR Riawenwce dion Sew eens 516 733,128 
a re ee et ee ee 331 269,303 
RE Sete Sia anteslew aw emer ratears 1,275 2,393,948 
BOee 8222. 


ETE eee ee a6 9 1,951 


2,400 $3,829,248 


Source: Federal Reserve Bulletin September 1937 
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SCHEDULE TWO—PART II (Cont.) 
Section B 


Division (2): Bank Suspensions 


Federal Reserve Member Banks* All Banks Insured by F.D.I.( 
(1921-1933) (1934-1946) 

Year No.ofBanks Total Deposits Year No.of Banks Total Deposj 
1921 71 $ 38,140,000 1934 9 $ 1,951,992 
1922 62 27,310,000 1935 24 8,700,485 
1923 122 16,803,000 1936 42 11,039 ,,09 
1924 160 78,535,000 1937 50 14,715, 28¢ 
1925 146 65,457,000 1938 50 10,124,25; 
1926 158 67,464,000 1939 32 32,557,805 
1927 122 63,489,000 1940 19 5,599 43 
1928 83 16,730,000 1943 8 14,627, 15: 
1929 81 58,073,000 1942 6 1,379, 52¢ 
1930 188 372,845,000 1943 4 6,274,311] 
1931 516 733,128,000 1944 ] 405,21 
1932 331 269,303.000 1945 0 0 
1933 279 2,393,948,000 1916 () 0) 

is ¥r. 

Totals 3,315 $4,261,225,000 245 $107,374,564 


*Source: “Banking and Monetary Statistics” Board of Governors of the Federal Reserve System, 194 


#Source: “Annual Report of the Federal Deposit Insurance Corporation”, for 19341945, inclusive. For 
1946, Monthly Report of Federal Reserve Bank, January, 1947. 





Source 


No in 
Durin 
absorl 
Banki 
Bank: 


*Incl 
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PART II (Cont. ) 
Section B 
Division (3): Record of Bank Suspensions from 


December 31, 1934 through December 31, 1952 


ALL INSURED BANKS 


Year Number Deposits 
(,000 omitted) 
a 24 $ 8,700 
EL < h KaanGenkeannanen 42 11,039 
BN ho, Soy wie a ek eee 50 14,715 
fae ete 50 10,124 
ee oer 32 32,557 
Br a teeta cholate eae dea 19 5,599 
DUE sev end do Wacnden ce 8 14,627 
es < ccswevdan «ee eka 6 1,379 
RPP ee re re rrr oe 4 6,274 
RS ow See a l 405 
BTS aches ade tawanen 0 —0— 
2-5 es'g yin Re AKCe eee wi 0 0 
ME dak cacucceutasrreeeta 0 —)— 
BE cg vids exe aae Capea 0 ye 
I diss chats Nats acme San a aS 0 —- 
SES: ie ants Markae acl tien 0 —0— 
ee ee eee 0 —_)— 
tii alkeiek toate due Wee. 0 —0— 
_236 $105,422 





Source: Annual Report of the Federal Deposit Insurance Corporation for year ended December 31, 


1952. 
No insured bank has been placed in receivership since 194. 


During the period from 1935 through 1952, 175 banks having deposits aggregating $189,000,000 were 
absorbed. 


Banking Failures 1916 to 1933 15,197 (F.D.1.C. Chart 46) 
Banking Failures 1934 to 1951 * §16 (F.D.1.C. Chart 47) 


*Includes 172 absorptions 
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SCHEDULE TWO 
PART II 
SECTION B 


Division (4): Bank Holding Company Bank Failures 


None from December 31, 1934 
through December 31, 1952 


Source: Record Senate Committee Hearings, 1953, pages 44-46; and, compare, 1950 Hearings 
page 54. 
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Division 5 — BANK DEFALCATIONS 


Number in 

Insured 

Banks 
1946 270 
1947 393 (Dollar amounts not available— 
1948 426 see clipping attached) 
1949 513 
1950 555 
1951 608 
1952 621 


* The 108 insured banks which have expired due to defalcations since 1933 had losses amounting 
to $16 Million. 


* Between 1946 and 1951, 2,765 defalcations in insured banks were reported these defalcations 
were by far the major cause of banking trouble during this period, accounting for the difficulties 


of all but 3 of the 21 banks aided by the F.D.I.C. since 1946. 


* Source: Address by Honorable H. Earl Cook, Director of F.D.1.C. in Madison, Wisconsin, on 
August 29, 1952, reproduced in October 1952 issue of The Consumer Credit Banker. 


TILL TAPPING TALLY: EMBEZZLERS ARE TWICE 
AS NUMEROUS AS IN °48 


Federal Deposit Insurance Corp. “Disappointed”’; 


It Forecast a Decline Last Year 


By Georce E. CruIKSHANK 
Staff Reporter of Tot WALL STREET JOURNAL 


WASHINGTON—Unmasked bandits, armed with pens and pencils, are “holding 
up” a growing number of U. S. banks. 

These stealthy robbers have a big advantage over their gun-toting brethren. They 
have the key to cash drawers, can trot in and out of bank vaults, and, even more 
important, they handle bank records and reports. 

They, of course, are embezzlers. They tap bank tills of funds put there by depositors 
and then cover up with phony bookkeeping. 

F.B.I. Files 

F.B.I. files show a startling jump in the number of embezzlements; till tappings 
have doubled since 1948. In the fiscal year ended last June, F.B.I. agents were handed 
1,022 embezzlement cases—a hefty 17% boost over the previous year. The fiscal 1953 
cases involved losses of about $6.5 million. 

Officials in the Federal Deposit Insurance Corp. are “disappointed”—to say the 
least—in the sharp rise. F.D.I.C. Chairman Earl Cook, in an April, 1953 speech, had 


predicted a “sharp decline” in embezzlements in 1953. 
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The F.D.L.C. has a good reason to be concerned about the rising tide of till tappings 
It’s the Government agency which, for a small fee, insures practically all bank deposits 
in the nation up to $10,000. When deposited money vanishes, the bank itself makes 
up the loss, or, if it can’t, the F.D.I.C. steps in. 

Mergers Forced 

Since 1934, when the agency started operating, embezzling has been the cause of 
nnancial difficulties in about 25% of the banks where the F.D.I.C. has stepped in 
A 1952 report by the agency, for example, showed that in the previous six years 19 
banks were merged with other banks with the direct financial aid of the F.D.I.C. Of 
the 19, embezzling forced the merged of 16 of them. 

Who has been dipping into depositors’ dough? The F.B.I. found an answer to that 
question in a special survey of 47 of the biggest embezzlements last year. Some $3 
million was involved in the swindles. 

Management personnel—four presidents, three vice presidents, 14 cashiers and 
six managers—were involved in 27 of the cases. Shortages in the remaining 20 cases 
were accounted for by irregular activities on the part of tellers, clerks and other 
operating personnel. 

The survey showed where part of the money was spent. About 20% of the stolen 
funds went for lush living and gambling sprees by the embezzlers. Another 22% was 
shelled out to dabble in various “legitimate” business operations. 

Although the number of till tappers is on the rise, the number getting nailed by the 
F.B.I. is also on the upswing. In 1946, 108 persons were jailed; in fiscal 1953, which 
ended last June, 317 were convicted. 


The Wall Street Journal, March 19, 1954 


DEFALCATIONS ON RISE 


Sixty in 53, Seven Above °52, Reported by District Banks 


There were sixty reported defalcations and “mysterious disappearances” during 
1953 in Second Federal Reserve District member banks, compared with fifty-three in 
1952, the Federal Reserve Bank of New York reported over the week-end. However, 
the amount involved dropped sharply to $123,000 from the $1,676,000 lost in 1952. 

The increase in number of defalcations was entirely in cases involving sums of less 
than $1,000, the bank said, noting that there were thirty-eight such discoveries last year, 
nine more than in 1952. Both the number and the dollar amount of defalcations last 
year were described as small relative to the district’s 700 member banks, their 85,000 


employes and officers, and total assets of more than $40,000,000,000. 
New York Times, March 22, 1954 
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TRENTON, June 7—P. James Pellecchia Jr., former Newark police magistrate 
who embezzled $600,000 from a bank controlled by his family, was released today on 
parole. He had served five years of a ten-to-fifteen-year term imposed in 1919 

Pellecchia left in the company of his father, president of the Columbus Trust 
Company, Newark, from which the son, a vice president, took the money. He won his 
parole after promising to see a doctor about a serious thyroid condition 

Pellecchia was confined at Leesburg Prison farm until just before being brought 
to the State Prison here just prior to his parole. At his trial he testified that most of 


the stolen funds were used to bet on horse races. 


Source: The New York Times, Tuesday, June 8, 1954 


HOFFMAN DEATH NOTE 
BARES HIS $300,000 THEFT 


Paid One Half to Blackmailer, Former N. J. Governor Wrote 
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April 26, 1954 


Mr. Horace D. McCowan, President, 
Industrial City Bank and Banking Company, 
30 Franklin Street, 

Worcester 8, Mass. 


Dear Horace: 


Thank you for your nice letter of April 22nd. 

It was not easy for any of us to agree to the sale of our interest in the Industrial 
City Bank for two perfectly good reasons. The first is that under your management it 
has always been a good investment for us and the second and more important reason 
is that we are most reluctant to have you “leave the family.” 

Despite our reluctance to lose you and your staff and your fine institution, it was 
only right that we should accede to your request to make this an independent bank so 
long as our conditions as to price have been met. We have followed this same course 
in every instance where management has convinced us that a transfer of ownership 
would offer enlarged opportunities to the officers and employees of the bank and would 
not result in lessened services to the community. In your case, since you and your 
directors feel so strongly about the handicaps under which you are operating as a 
result of your inability, under our ownership, to convert to a national bank with Federal 
Reserve membership, I think we have made a proper decision in permitting you to go 
your way. Under all the circumstances and in view of the intense loyalty we have had 
from you and the members of your staff we could do nothing less than comply with 
your request. 

I hope the fact that you are no longer to be in the Morris Plan family will not 
means that we will see less of you than we have during the years we have been together. 


With warmest regards and all good wishes for success in your new undertaking, 
I am, 


Faithfully yours, 


Exiery C. HuntincTon, Jr. 
President 
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April 22, 1954 


Colonel E. C. Huntington, Jr., President 
The Morris Plan Corporation of America 
103 Park Avenue 

New York 17, New York 


Dear Colonel: 


I want to express my sincere appreciation for your loyal support on Monday last, 
and obviously the outcome would have been entirely different except for your open- 
mindedness and co-operative attitude. 

The future of our small institution is entirely dependent on this move since a trust 
company charter would not permit the use of both time and demand deposits in our 
type of business and a national bank charter appears to be the only possible eventual 
solution. 

I am just as surprised as our good friends in New York that Mr. Leavitt will pay 
the price, but he has been a good friend of my senior director, Mr. George Wright, 
for many years; in fact, his father financed Mr. Wright’s initial start in business. We 
have implicit confidence in Mr. Leavitt, and he is familiar with the local cross currents 
which have been working against us on this deal. 

It may be necessary for the officers and staff to sacrifice some of the benefits made 
possible through the New York ownership in order to maintain promised dividends 
to new investors, but we now have some hope for the future. I refer particularly to 
increases in compensation and bonuses. 

I have been with the Worcester Bank almost 32 years and during this entire period 
the majority control has been in New York. At all times I have had the wholehearted 
support and confidence of my New York friends, and I sincerely hope and believe that 
this friendly and happy relationship will always continue. 

With kindest personal regards, I am 


Yours sincerely, 


Horace D. McCowan 
President 


| 
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April 22, 1954 


Mr. E. C. Huntington, Jr., President 
The Morris Plan Corporation of America 
103 Park Avenue 


New York 17, New York 
Dear Ellery: 


Thanks for your nice letter of April 8. With the help of Joe Christianson, who has 
done an excellent bit of work, we are making good progress toward the completion 
of the sale. 

We have met with some barriers but they are being ironed out. We are quite in 
accord with the Society for Savings in the taking over of our assets and the assumption 
of our liabilities. One or two matters still need straightening out, but we feel there will 
be little difficulty. 

As the day of closing approaches, I grow sadder. Having been here for thirty-eight 
years and made contacts and friendships that I greatly cherish, I naturally feel regret 
in severing many of them. I must say that since your company has acquired control of 
this Bank our relations have been most pleasant. You have never in any way interfered 
with our operations, but on the contrary have been most helpful in your counsel and 
suggestions. | hope the privilege will be given to me to have many occasions for contact 
and a friendly visit with you. 

With every good wish. 


Cordially yours, 


Tuomas CouGHLIN 
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April 8, 1954 


Mr. Thomas Coughlin, Chairman, 
The Bank of Ohio, 

921 Huron Road, 

Cleveland, Ohio 


Dear Tom: 


I have been away a good deal during the days that have passed since you first 
began to talk with Mervin France about the sale to the Society for Savings but Joe 
Christianson has kept me fully informed on nearly all aspects of the negotiations. 

I am writing now only to let you know that I appreciate greatly the dignified and 
businesslike manner in which the transaction has been handled by you and Ted and 
by Mervin France. The negotiations do great credit to all of you. 

Apparently both you and Ted feel that the new arrangement offers interesting 
possibilities to the officers and members of the staff of the bank and this, after all, is 
the practical test of the desirability of the consolidation. If our staff, with the greater 
resources at their disposal, can now render an enlarged service to the community in 
which they are living and if, at the same time, they can visualize enlarged personal 
opportunities, then the transaction will have been well worth while. 

It isn’t easy to negotiate bank consolidations because of the myriad of complica- 
tions involved—particularly with respect to questions of personnel—but in this case 
I have heard of nothing that would indicate unpleasant or unfortunate repercussions. 

Please know that you have the gratitude of all of us here for the careful and 
considerate manner in which these negotiations have been conducted. 

With best regards. 


Faithfully, 


Euery C. HuntincTon, Jr. 
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May 10, 1954 


Mr. Ralph W. Pitman, 
Senior Vice President, 
Central-Penn National Bank, 
Broad and Walnut, 
Philadelphia 1, Pa. 


Dear Ralph: 


The Morris Plan Corporation will be compelled, in the near future, to appear 
before the Senate Banking and Currency Committee in opposition to a Bank Holding 
Company bill, one of the purposes of which will be to require Bank Holding Companies 
to divest themselves of all other interests than their holdings of bank stocks. 

The inference on which the proponents of Bank Holding Company legislation are 
basing their demand for the adoption of this principle of “divestment” is that Bank 
Holding Companies, because of their ownership of other things, cause the assets of 
banks to be diverted for the benefit of these extraneous businesses. As a part of this 
argument it is contended that the managements of underlying banks live in such fear 
of their Bank Holding Company overlords that they are compelled to submit to the 
influence of the Bank Holding Companies and permit this unlawful diversion. 

Prior to the time our Morris Plan bank in Philadelphia was consolidated with the 
Central-Penn Bank you were its president and principal executive officer and your 
service with this and other Morris Plan banks extends back over many years. You are 
now independent of us and are in a position to say what you wish about our relation- 
ships with underlying banks and I would appreciate it, therefore, if you would answer 
the following questions fairly and frankly, embellishing on them as you may see fit: 

1. During the years in which this Corporation was in control of banks with 
which you were identified has there, to your knowledge, been any attempt on the part 
of the Morris Plan Corporation or its officers or directors or members of its staff to 
interfere in anywise with the operations of the banks or to impose their own desires 
and opinions on the management of the banks? 

2. Has there ever, at any time, been any occasion on which the Morris Plan 
Corporation has sought to deal with the assets of any of its banks with which you 
have been identified for the benefit and advantage of the Morris Plan Corporation or 
has there been any occasion on which any attempt has been made to persuade the 
management of any of such banks to cooperate in anywise in any such undertaking? 

We are among the victims of sweeping and unsupported accusations which have 
been made against us by proponents of Bank Holding Company legislation. Rather than 
reply in kind I would like to make as factual an answer as possible and that is my 
reason for imposing on you in this fashion. 

With many thanks and kindest regards, I am, 


Faithfully yours, 


Evrery C. HuntTINcTON, Jr. 
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May 17, 1954 


Col. Ellery C. Huntington, Jr., President 
Morris Plan Corporation of America 
103 Park Avenue 

New York City 


Dear Col. Huntington: 


The assets of The Charter Bank were sold to the Central-Penn National Bank in 
April 1950. Prior to that time, for a period of twenty years (from 1930 to 1950), 
I was President of The Charter Bank, the stock of which was almost wholly owned 
by the Morris Plan Corporation of America. I was also Executive Vice President of 
the Bank of Virginia, 60% of which was owned by the Morris Plan Corporation. 


In addition, during that time I served as Director of a number of other banks 
“controlled” by stock ownership, either directly or indirectly by your corporation. 
Prior to 1930, I was associated with Morris Plan banks for an additional ten years, 
in which banks your corporation owned a minority interest. However, through my 
official connection with the Morris Plan Bankers Association | was in a position, even 
during that period, to observe at first hand and intimately, the relations between your 
corporation and the Morris Plan banks, “controlled” or “uncontrolled”. 


First, let me say there was no detectable difference in the relationships with those 
banks in which you had minority stock interest or none, and those banks in which 
you held a majority stock interest. 


Second, let me say that during the twenty years of my employment with banks 
in which you did own a majority stock interest, there was never any attempt on the 
part of your corporation or its officers or directors or members of its staff to interfere 
in anywise with the operations of the banks or to impose their own desires and opinions 
on the management of the banks. 


On the contrary, you may remember that there were times when I was critical 
of your policy when certain operational problems of importance were discussed with 
you. That attitude was to be governed by the judgment of the local management and 
the local autonomous Board of Directors. I thought in some instances that your own 
broader experience should have prevailed. 


Third, in my personal experience in the banks in which I have been identified, 
the Morris Plan Corporation has never sought to deal with the assets for the benefit 
and advantage of itself. There has been no attempt to persuade the management of 
these banks to make “up stream” loans or to engage in any joint endeavors which might 
or might not have been beneficial to the Morris Plan Corporation, but which might 
have placed, even to a limited extent, the control of any of the assets in a place other 
than the banks’ local management and the banks’ local Board. 


I am referring in this instance to national contracts for the financing of nationally 
distributed consumer goods. A standard plan for such a program might have reacted 
in many instances to the profit of all the banks. However, the policy of the corporation 
insisted that each bank should decide locally what assets it would buy and what assets 
it would not buy. Under such a policy, of course, national financing plans were 
impossible. 
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I do not mean to indicate by this letter that the method by which you handled 
your investments in banks was careless or disinterested. Your advice and cooperation 
was always available. I do mean to indicate, however, that your investments in local 
banks were always managed in the locality in which the bank was located. A glance 
at the list of directors of the banks in which you own a majority interest would con- 
vince anyone that any suggestion inimical to the safety and sound operation of the 


local institution would not have been tolerated. 


I am sure that no informed person would propose legislation to injure your type 
of bank holding corporation and I have over thirty years of intimate experience on 
which to base that opinion. 


Sincerely, 


Ratepu W. Pitman 


Senior Vice President 
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May 12, 1954 


Colonel E. C. Huntington, Jr. 
President 


The Morris Plan Corporation of America 
New York, N. Y. 


Dear Ellery: 


In response to your letter of May 6th and question No. 1 as follows — “During 
the years in which this Corporation was in control of the Bank of Virginia has there 
been any attempt on the part of the Morris Plan Corporation or its officers or directors 
or members of its staff to interfere in anywise with the operations of the bank or to 
impose their own desires and opinions on the management of the bank?” — let me say 
that in the thirty-one and three-quarter years in which the Morris Plan Corporation 
and its predecessor, Industrial Finance Corporation, owned the control of this bank, 
the management and the Board were always in control of the bank and the Corporation 
did not interfere with its policies or its operations, nor did they at any time impose 
their own desires and opinions on this management. In fact, the relationship has indeed 
been a remarkable one, particularly in that respect. 


In answer to your question No. 2 — “Has there ever, at any time, been any 
occasion on which the Morris Plan Corporation has sought to deal with the assets of 
the Bank of Virginia for the benefit and advantage of the Morris Plan Corporation 
or has there been any occasion on which any attempt has been made to persuade the 
management of the Bank of Virginia to cooperate, in anywise, in any such under- 
taking?” — it can be stated categorically that the Morris Plan Corporation has never 
sought to deal with the assets of The Bank of Virginia in any fashion, and consequently 
I am able to state categorically that naturally it has never sought to do so for the 
benefit and advantage of the Morris Plan Corporation. 


Categorically, I can state also that there has never been any occasion on which 
any attempt has been made on the part of The Morris Plan Corporation of America 
to persuade the management of The Bank of Virginia to cooperate in anywise in any 
such undertaking. 


There have been many occasions when the management and Board of Directors 
of The Bank of Virginia took action that would seem to appear inimical to the interests 
of the Corporation, and some of the actions were in violation of some of the basic 
concepts of the original Morris Plan. In these cases the Corporation conceded the 
right of the management to set such policies and follow such programs, changing the 
very nature of the original Morris Plan concept. On one occasion the directors and 
management of the bank sought to eliminate the very name “Morris Plan” from their 
corporate title, which would seem indeed inimical to the interests of the Morris Plan 
Corporation; and in this instance the Corporation conceded this right in the interest 
of the bank. 


Again and again it has been necessary for the bank to increase its capital funds 
and at all times the Corporation has cooperated by sending down its proxy for the 
management to vote for such increases in capital, and in turn has supplied its propor- 
tionate part of the required funds. 
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The management of the bank has since its inauguration been the recipient of 
the unrestricted proxy of the Corporation at all annual and special meetings, and the 
Board has been able to nominate its own directors without interference or dictation 
from the Corporation. The Board at all times has, as above stated, been free to set 
its own policies, expansion of its facilities, establishment of additional branches, increase 
in fixed assets, and steps that a normal relationship between holding company and 
operating bank would have required the presence of the majority owners both at 
meetings and on the Board. However, the management of the bank and Board of 
Directors have had a free hand to carry out their determined policies, and at no time 
has the Corporation sought to dictate any policies for the bank nor to interfere with 
any policies adopted by the bank. 


May I express to you again, as I have stated on many occasions before, deep 


appreciation, as president of the bank since its inauguration and on behalf of the 
3oard of Directors and my associate officers, for the cordial, cooperative, and con- 
structive relationship that has existed between the two interests and has redounded 
greatly to the benefit of The Bank of Virginia over these years. 


With kind regards, | am 


Sincerely, 


Tuomas C. BousHALL 
President 
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May 6, 1954 


Mr. Thomas C. Boushall, President, 
The Bank of Virginia, 

800 East Main Street, 

Richmond 16, Virginia. 


Dear Tom: 


We are going to be confronted soon with further hearings on Bank Holding Com- 
pany legislation which follows, pretty much, the pattern of the proposals of other years 
and is directed, essentially, at the destruction of entities, such as ours, which have 
diversified portfolios. 


One of the allegations made by representatives of the so-called “Independent 
Bankers” who are sponsoring the Bill under consideration (Senate Bill 1118), is that 
Bank Holding Companies exercise an undue influence on underlying management 
which lives and works in fear of the retaliatory measures which may be taken by domi- 
nant stockholders. Flowing from this allegation is the sweeping conclusion that Bank 
Holding Companies are in a position to manipulate the assets of underlying banks to 
their own advantage. 


You are now independent of us and are in a position to say what you wish about 
us and about our relationships with your bank over the many years during which we 
were in control of your institution. I would appreciate it, therefore — if you are willing 
to do so — if you would give me your considered answer to the following questions: 


1. During the years in which this Corporation was in control of the Bank of 
Virginia has there been any attempt on the part of the Morris Plan Corporation or its 
officers or directors or members of its staff to interfere in anywise with the operations 
of the bank or to impose their own desires and opinions on the management of the bank? 


2. Has there ever, at any time, been any occasion on which the Marris Plan 
Corporation has sought to deal with the assets of the Bank of Virginia for the benefit 
and advantage of the Morris Plan Corporation or has there been any occasion on 
which any attempt has been made to persuade the management of the Bank of Virginia 
to cooperate, in anywise in any such undertaking? 


The answer to these questions may lead you to collateral observations of your own 


and I would be glad to have these as well as your direct response to the questions 


which I have posed. 


I dislike exceedingly to trouble you with this matter but are in the position of 
fighting against biased and unsupported contentions in answer to which I would like 
to present facts drawn from our own experience. 


With many thanks and all good wishes, I am, 


Faithfully yours, 


E.tery C. Huntincton, Jr. 
President 
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May 3, 1954 


Mr. Ellery H. Huntington, Jr., President 
Morris Plan Corporation of America 
103 Park Avenue 

New York 17, N. Y. 


Dear Mr. Huntington: 


I am terribly sorry that I did not see you when you were in Richmond several 
weeks ago. As a matter of fact I have missed most of your visits here due to entangle- 
ments in medical practice. | hope very much that you will come again before long, 


ind that I will have the pleasure of seeing you 


As one of the Directors of the Bank of Virginia over a period of many years, 
I would like to take this opportunity of thanking you and your associates for the 
splendid cooperation which we have always had from the holding company. As I have 
said many times, I do not know of a single instance in which the majority attempted 
to force their wishes on account of the stock holdings, and I cannot imagine a happier 
association than we have enjoyed over the years, 


We feel and I believe that you agree that the prospects for the continued growth 
of the bank are better with the distribution of stock, and we feel very much flattered 
that the sale of that stock went over so quickly and that the vast majority of it was 
bought by citizens of Virginia. 


I know that you will be interested in the progress of this bank always, and we 
hope to have the pleasure of seeing you and your associates in Richmond from time 
to time. 


With best wishes. 


Sincerely yours, 


CARRINGTON WILLiAMs, M.D. 
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May 6, 1954 


Dr. Carrington Williams, 
805 West Franklin Street, 
Richmond 20, Virginia. 


My dear Doctor Williams: 
Please let me thank you for your thoughtful letter of May 3rd. 


Mr. Morris and I were both terribly sorry that you were not able to attend the 
luncheon in Richmond but, in view of the fact that our visit was an unexpected one, 
we were highly honored by the presence of your fellow directors who were able to be 
there. We had a fine reunion and were glad to be given an opportunity to wish all of 
you well in your new venture. 


I am particularly pleased at your expression of satisfaction with the manner in 
which the Morris Plan Corporation has conducted itself in respect of its relationships 
with the Bank of Virginia. As a Bank Holding Company, we have been under attack 
for years from a group which labels itself the “Independent Bankers of America” and 
which is attempting to convince the Congress of the United States that Holding Com- 
pany ownership of the control of banks is inherently against the public interest. I do 
not believe that this is so nor do I believe that most of you who have served as directors 
of one of our underlying banks would agree with them but it is encouraging, nonetheless, 
to have a letter such as yours which, so graciously, confirms my conviction. 


Since, in your letter of May 3rd, you have voluntarily expressed your own feelings 
about the relationships which have existed between the Morris Plan Corporation and 
the Bank of Virginia during the years when you have been identified with that institu- 
tion, and since in doing this you have touched upon a point which is at issue in pending 
Bank Holding Company legislation, I wonder whether or not you would object to my 
use of your letter? 


Let me hasten to add that my request does not mean that a negative reply from 
you will, in anywise, lessen my deep appreciation of your thoughtfulness. 


I hope you will now carry on in the Bank of Virginia more successfully than ever 
before, and I shall look forward with great pleasure to seeing you soon. 


With all good wishes, I am, 
Faithfully yours, 


Every C. Huntincron, Jr. 
President 
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May 10, 1954 


Colonel Ellery C. Huntington, Jr. 

c/o The Morris Plan Corporation of America 
103 Park Avenue 

New York 17, N. Y. 


Dear Colonel Huntington: 


Thank you ever so much for your nice letter. 


It was a pleasure for me to express my appreciation to you and your associates. 
If that letter would be of any use to you in the present hearing concerning holding 


companies, I would be delighted for you to use it in any way you wish. 
I ) ) ’ 


Hoping to see you very soon. With best wishes 


Sincerely yours, 


CARRINGTON WIL.ttaMs, M.D. 
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SCHEDULE TWO 
PART IV 


Response to misleading or incorrect statements concerning The Morris Plan 
Corporation of America (and Affiliates) made by proponents of Bank Holding 


Company legislation. 


SECTION A 
1947 Hearings 


The then Chairman of the Board of Governors of the Federal Reserve 


System alleged or inferred: 


First: That The Morris Plan Corporation and its banks were re- 
maining outside the Federal Reserve System in order to avoid “‘con- 
trol as a holding company” (page 166). 


(A) It was then a matter of public record that The Morris Plan Corpora- 
tion and its Affiliate, The Equity Corporation, were both subject to regulation 
control and supervision under the /nvestment Company Act of 1940 (see 
Record of Senate Committee Hearings 1947, page 58). 


(B) It was then known to members of the staff of the Federal Reserve 
Board that The Morris Plan Corporation was objecting to Federal Reserve 
membership on three grounds ( pages 82-83, 92, 177-178): 


(1) Because the provisions of R. S. Section 5144 then required, as they 
now require, the accumulation, by Bank Holding Companies, of a “Reserve 
Fund” for the protection of deposits, despite the fact that the Federal Deposit 
Insurance Company (to which all Morris Plan Corporation Banks contribute ) 


was created to provide just such protection.* 


(2) Because this same “Reserve Fund” section of the law (under Federal! 


os 


Reserve Board interpretation) provides for cumulative liability so that not 


only The Morris Plan Corporation but its affiliate, The Equity Corporation, 


would each be compelled to maintain separate funds; and 


* This situation was called to the attention of the present Board of Governors of the Federal Reserve 
Board without result (see correspondence between Chairman Martin and E. C. Huntington, Jr. 0! 


12/31/52, 2/2/53 and 2/10/53 attached as Part 1V, Appendix One). 
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(3) Because, under Federal Reserve Board regulations, membership on 
the part of any one bank controlled by The Morris Plan Corporation would 
have given (and would now give) the Federal Reserve Board the right to 
compel all other banks owned by The Morris Plan Corporation to take mem- 
bership whether or not such other banks should desire membership and 
whether or not, for the smaller banks, such membership were, in fact, economi- 
cally or operationally desirable. 

Second: That The Morris Plan Corporation controlled a vast num- 
ber of banks and other businesses as set forth in a list supplied by 
the Federal Reserve Board (pages 167-168; and list at 101 sequitur). 

While the clear implications of the testimony of the Chairman of the Federal 
Reserve Board was that the interests listed were controlled by The Morris 
Plan Corporation (or The Equity Corporation), the list itself showed that 
control was lacking in many instances. It was a fact, too, which the staff of the 
Federal Reserve Board could readily have ascertained from data filed with the 
Securities and Exchange Commission by the end of April 1947 (more than 
a month before the hearings) that some of the interests listed were not then 
owned by The Morris Plan Corporation or any affiliate. 


SECTION B 
1950 Hearings 


Representatives of the Federal Reserve Board indulged in the same type 
of reckless inaccuracy at the 1950 hearings as had been true in 1947. 


In 1950 the then Chairman of the Board of Governors of the Federal 
Reserve System submitted a chart (page 38) which a little investigation could 
have shown was thoroughly misleading in its implications of control as is 
clear from the following analysis (see page 204) : 


THE MORRIS PLAN CORPORATION OF AMERICA 
103 Park Avenue 
New York 17, N. Y. 
July 16, 1953 

Mr. E. C. Huntington, Jr., President 
The Morris Plan Corporation of America 
103 Park Avenue 
New York 17, N. Y. 

Re: Chart appearing on page 38 of the Record of 

the 1950 Senate Committee Hearings on S. 2318. 


Dear Sir: 


As is pointed out in an accompanying letter, this chart, both in form and 
in the facts it purports to express, was and is misleading. Entirely apart from 
this, it should be pointed out that neither The Morris Plan Corporation of 
America nor The Equity Corporation has any present interest whatever in 
the following companies shown on the chart: 
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American General Corporation 

First York Corporation 

Baker Ice Machine Co., Inc. 

Northwest Baker Ice Machine Company, Inc. 
Financiera Tecnica de Mexico, S. A. 
Justowriter Corporation 

U. S. Postal Meter Company 

The Lancaster Corporation 

Montgomery Oil Corporation 

Todd & Brown, Inc. 

General Reinsurance Corporation 

Herbert Clough, Inc. 

North Star Reinsurance Corp. 

Hamilton Fire Insurance Co. 

Norwood Morris Plan Bank, Norwood, Mass. 
Morris Plan Co. of South Bend, Ind. 

Lowell Morris Plan Co., Lowell, Mass. 

The Baden Bank of St. Louis, Mo. 

Morris Plan Bank & Banking Co., Lynn, Mass. 


Workingmans Savings Bank & Trust Co., Pittsburgh, Pa. 


The Community Bank, Warren, Mich. 

Morris Plan Consumers Discount Co. of York, Pa. 
The Salem Morris Plan Co., Salem, Mass. 

Surveys Corp. of America 

Collateral Discount Corp. 

Installment Credit Service, Inc., Buffalo, N. Y. 
Morris Plan Invest. Corp., San Francisco, Calif. 
Bank of Louisville, Ky. 

Pioneer Bank, Chattanooga, Tenn. 

The Guardian Bank and Savings Co., Cincinnati, O. 
Bank of Akron Co., Akron, Ohio 

Morris Plan Co. of St. Joseph, Mo. 

Brocton Morris Plan Co., Brockton, Mass. 
Lawrence Morris Plan Banking Co., Lawrence, Mass. 
Morris Plan Co. of Grand Rapids, Mich. 

Morris Plan Bank of Jacksonville, Fla. 

Morris Plan Bank of Waterbury, Conn. 

Des Moines Morris Plan Co., Des Moines, Iowa 
The Topeka Morris Plan Co., Topeka, Kans. 

Morris Plan Savings & Loan Co., Wheeling, W. Va. 
New Bern Morris Plan Co., New Bern, N. C. 
General Purchase Corp. of America 

General Engineering & Manufacturing Corp. 
Commonwealth Discount Corp., Wilmington, Del. 
Morris Plan Co. of Philadelphia 

The Charter Bank of Philadelphia, Pa. 
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The chart is manifestly misleading in implying by its form that control 
exists in the ownership of the following minorities although The Morris Plan 
Corporation of America has not had or exercised the slightest authority over 
the operations of these companies nor had any representative on their Boards 


of Directors: 


Percent. Stock Ownership 


Coslnen' Mervin Flaw Gels siitiisisciiawisind Seiictinnaa 235 % 
Manchester Morris Plan Bank Co................0.c00eeeee0 25.06% 
Haverhill Morris Plan Banking Co. ............:0.s000000 25 % 
a a 20% 
Morris Plan Bank of Stamford, Conn. ..................6. 8.33% 
Morris Plan Bank of New Haven, Conn. ................ 14.42% 
Davenport Morris Plan Bank ...........:ccccssssesseeeeeeees 6 J 
Anthony Wayne Bank, Fort Wayne, Ind. ................ 1.88% 


Stokely-Van Camp, Inc. appears to be a subsidiary on the chart; The Equity 
Corporation owns 1,133.2 shares of 1,128,240 outstanding, or 1/10 of 1%. 


Yours very truly, 
K. P. ANpERsON, Secretary 


THE MORRIS PLAN CORPORATION OF AMERICA 
103 Park Avenue 
New York 17, N. Y. 


July 16, 1953 


Mr. E. C. Huntington, Jr., President 
The Morris Plan Corporation of America 
103 Park Avenue 

New York 17, N. Y. 


Re Chart Appearing on Page 38 of the record of the 
1950 Senate Committee Hearings on S. 2318. 


Dear Sir: 

This chart was misleading in its implications in many important respects 
among which are: 

1.) Control over companies and banks which did not exist is implied by 


the form of the Chart: 
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A) Stokely-Van Camp appears to be a subsidiary, althought at that 
time only 2.44% of its voting securities were held. 


B) Of 61 banks and companies on the chart’s border and connected 
with lines implying control 27 were minority held with holdings 
as small as .05%. 
2) Planning and Service Corporation is shown in one of the larger boxes 
and would appear to be an important subsidiary: It is merely a service cor- 


poration with no assets of its own (except required Delaware capital). 


Yours very truly, 
K. P. ANDERSON, Secretary 


SECTION C 
1953 Hearings 


The proponents of Bank Holding Company legislation, during the 1953 


hearings, continued to record inaccurate data as a fact. Thus Mr. brumbaugh 


testified (page 59) as follows: 


“The Equity Corporation of New York operates 49 offices in 7 states and 
the District of Columbia despite the fact that many of these states prohibit 
branch banking.” 


Mr. Brumbaugh could easily have discovered, by referring to the files of 
the Securities and Exchange Commission, that The Equity Corporation is 
qualified to do business only in the states of Delaware and New Jersey. He 
should have known, too, that The Equity Corporation is an Investment Com- 
pany, registered under the Investment Company Act of 1940. It is not a “bank” 
and, therefore, has no “bank branches”’. 





34937 O 





at that 


nnected 


oldings 


r boxes 
ice cor 


). 


etary 


ve 1953 


mbaug! 


ites and 


prohibit 


files of 
ation is 


sey. He 


nt Com- 


““bank”’ 


BANK HOLDING LEGISLATION 583 


SCHEDULE TWO 


PART IV 
APPENDIX ONE 


Objections of 
The Morris Plan Corporation 
to 
Guaranty Fund Sections 
of 
Revised Statutes Section 5144 


and other Provisions 
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February 10, 1953 


Hon. William McC. Martin, Jr., 
Chairman, Board of Governors, 
Federal Reserve System, 
Federal Reserve Building, 
Washington, D. C. 


Dear Mr. Chairman: 

Thank you very much for your letter of February 2nd. 

I did not perhaps make myself entirely clear about the existing provisions of the 
Federal Reserve Act insofar as they operate to prevent our banks from taking Federal 
Reserve membership. I have in mind only the requirement which would apparently neces 


sitate on our part a double reserve fund. 


Perhaps at a lacer date you will premit me to call on you again to enlarge somewhat 


on my explanation. 
With renewed thanks for your kindness. 


Faithfully yours, 


Eciery C. Huntincton, Jr. 
Chairman 
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February 2, 1953 


Mr. Ellery C. Huntington, Jr. 
Chairman 

The Equity Corporation 

103 Park Avenue 


New York, N. Y. 
Dear Mr. Huntington: 


I have delayed answering your nice letter of December 31 until I could study the 
statutes you are good enough to cite for my attention. Perhaps I don’t fully understand 
the difficulties but the provisions would not seem to me to create an undue burden on the 
holding company — certainly the effect upon the company would not be as great as 
would be involved if either of the two bills now pending before Congress (the so-called 
Spence Bill or the so-called Robertson Bill) were enacted into law. 


You explained to me that your point of view has been expressed in the course of 
Congressional hearings in past years and I assume that you will be given an opportunity 


to express it again in the event of hearings on either of the pending bills. 


I do appreciate very much your goodwill and will let you hear from me further 
as my thinking progresses. 


With kind regards, 


Sincerely yours, 


Wa. McC. Marty, Jr. 
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December 31, 1952 


Hon. William M. Martin, 
Chairman, Federal Reserve Board, 
Federal Reserve Building, 
Washington, D. C. 


My dear Mr. Chairman: 


I am very much embarrassed at delaying so long in writing to thank you for the 
delightful luncheon which Wilfred Goodwyn and I had with you on the 18th, It was a 
great privilege to have had so stimulating a visit. 


One of the reasons | have been so dilatory is that you asked me to remind you, 


in my letter, of the brief discussion we had about the sections of the Federal Reserve Act 
which are now standing in the way of Federal Reserve membership on the part of some 
of the banks in which The Morris Plan Corporation of America, of which I am President, 
is interested. 


The provisions which cause us difficulty are paragraphs B and C of Revised Statutes, 
Section 5144. I can understand that these provisions may have had some validity prior 
to the organization of the Federal Deposit Insurance Corporation but I submit that they 
are incongruous today in view of the fact that all our banks are Federal Deposit Insurance 
Corporation members and all pay the fees assessed by that Corporation. 


The paragraphs in question are a further burden to us in view of the fact that both 
the Morris Plan Corporation of America and The Equity Corporation (a majority stock 
holder of The Morris Plan Corporation of America) would be required to maintain 
reserve funds. In other words, the Statute is so worded that duplicate reserve funds 
must, evidently, be maintained. 


There is further provision of Revised Statutes, Section 5144, which causes us 
some difficulty but which is not so serious as the difficulty occasioned by the paragraphs 
to which I referred, to wit: sub-paragraph 3 of paragraph A of Revised Statutes, Section 
5144, which permits of the examination of all banks owned by a holding company 
whether or not Federal Reserve members so long as one of the banks in the system 
has Federal Reserve membership. All of our banks are now State banks and are exam 
ined by both State and Federal Deposit Insurance Corporation authorities and this sub- 
section therefore would impose a burden on some of our smaller banks which may not 
wish and perhaps do not need Federal Reserve membership. 


I would be glad to have an opportunity to discuss these matters in more detail at 
some future time if you believe that any purpose can be served in so doing. 


Again many thanks for the courtesies which you extended to Wilfred Goodwyn 
and me. 


Sincerely yours, 


Exvery C. HuntIncTon, Jr. 
Chairman 
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SCHEDULE TWO 
PART IV (Cont.) 


APPENDIX TWO 


Historical Data on the Investment Company Act of 1940 


This legislation was enacted by the Congress in 1940 following some four 
years of investigation by the Securities and Exchange Commission including 


two years (1936 and 1937) in which extensive open hearings were held. 


The Securities and Exchange Commission submitted its report to Congress 
in three parts: 


Part One was a general review of the origins of Investment Trusts and 


Investment Companies and covered 158 pages. 
pag 


Ss 


Part Two was a statistical survey of 937 pages. 
Part Three dealt with “Abuses and Deficiencies in the Organization and 


Operation of Investment Trusts and Investment Companies”. 


The entire report consists of some 3900 pages and the final documents were 
not transmitted to the Congress until February 24, 1941. 


Note: (1) In addition to the three parts of the report abovementioned, the Securities and Exchange 
Commission submitted a number of additional voluminous reports dealing with Invest- 
ment Company activities in other countries. 


Note: (2) For provisions of The Investment Company Act of 1940; see Schedule One, accompanying, 
Part IIL, 


Sources: House Documents: 707-75th Congress; 70 and 279-76th Congress; 136-77th Congress and 
Reports of Securities and Exchange Commission under Section 30 of The Public Utility 
Holding Company Act of 1935. 
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SCHEDULE TWO SCHEDU 
PART V 


PART V— Data on Other “Capital Pools” 
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SCHEDULE TWO 
PART V (Continued) 


BIG UNIONS AS BIG BUSINESS 


Another labor organization barges into the news as being actually a big and pros- 
perous business concern. 

It’s the CIO’s Amalgamated Clothing Workers of America; Jacob Potofsky, 
president. At its 40th anniversary convention in Atlantic City, the organization reports 
assets of at least $250,000,000. 

Among the enterprises it operates are two insurance companies, two banks, and 
$23,000, worth of housing developments. 

Mr. Potofsky is personally as charming a gentleman as you would want to meet. 
We have no reason to suppose that the Amalgamated’s businesses aren’t honestly and) 
efficiently run. 

Nevertheless, it does seem to us that this news story shows once more the need for 
regulating big labor unions just as other big businesses are regulated. Specifically, 
how about removing the exemptions of organized labor from operations of the anti-trust 
laws? Speaking of — 

Source: Daily News, Wednesday, May 12, 1954 


SCHEDULE TWO 
PART V (Continued) 


LEWIS ENGINEERS MERGER OF BANKS 
Union Chief Who Once Could Not Get Loan 


to Rule a Top Institution in the Capital 


WASHINGTON, May 23—John L. Lewis, who could not swing a bank loan twenty 
years ago when his union was virtually penniless is telling the bankers now. 

He is engineering the merger of two banks whose combined resources will be the 
second largest in the city. On the way to this he frustrated two bank mergers planned by 
his adversaries. 

The consummation of his plan will make Mr. Lewis, head of the United Mine 
Workers, one of the three dominant figures in the Washington banking community. 

Mr. Lewis’ name may never appear on a bank board of directors and he admits 
nothing, but his control is there by virtue of the wealth he controls through the union. 

The union concedes it has a balance of about $40,000,000 but Mr. Lewis is not a man 
to tell his adversaries all he has. The union’s Welfare and Retirement Fund, which he also 
controls, has a balance not far below $100,000,000. 

The union owns one bank—that is, it holds 51 to 70 per cent of the stock—and is 
about to take over another and put the two together. 


Union Makes Better Bid 


The story begins with the National Bank of Washington. Five years ago one or two 
Washington banks were interested in absorbing that bank. While bids to stockholders 
were pending, a better bid was made and accepted. For months there was a mystery 
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about the purchaser. It turned out to be the United Mine Workers. 

Mr. Lewis was not content, for several reasons. He had still more money to invest 
and he wanted to put it where he could control its use. 

He also wanted banking quarters in a better location. National’s main office is on 
Seventh Street N. W., near Pennsylvania Avenue. It has only one branch, and that is 
even farther away from the center of the business and financial district. The financial 
“Street” in Washington is Fifteenth N. W., a block from the White House. 

Mr. Lewis angled for branch quarters for the National that were better located 
from the standpoint of prestige and convenience. But a new branch for a national bank 
must have the approval of the Controller of the Currency. The National Bank of Wash- 
ington could not get a branch in a desired location, and its officers concluded that other 
bankers were using their influence to block them. 

So National opened merger negotiations with the Hamilton National Bank, which 
has strategically located headquarters and eight branches in the city. There was a 
reported understanding, but no agreement ever was submitted to Hamilton’s stock- 
holders. The deal fell through when the American Security & Trust Company, whose 
president is Daniel W. Bell, made an offer that looked better to Hamilton than National’s. 


Lewis Makes Next Move 


Mr. Lewis was outmaneuvered for the moment. American Security and Hamilton 
directors made a merger agreement on April 27, subject to approval by the stockholders. 
The combined institution would have a total of eighteen banking offices. 

Each share of Hamilton, with a par value of $20 and 4 book value of about $69, 
was to be exchanged for two American Security shares, with a par value of $10 each and 
a book value of about $37. Or any Hamilton stockholder could get $41 a share. 

At that point, National made its next move. Johnston, Lemon & Co., a broker 
believed to be acting for Mr. Lewis’ National announced on May 10 it would pay $110 
a share for all Hamilton stock turned in by May 25. 

The “street” heard that 2,300 of the 3,000 Hamilton stockholders rushed to turn 
in their stock for that price. What percentage of the stock this amounts to is a secret, but 
it can be reported authoritatively that it is enough to swing the National-Hamilton 
merger. 

On May 19, American Security advised its stockholders that “in the light of the 
change in circumstances” the directors no longer recommended the consolidation with 
Hamilton. In other words, American Security wanted to disentangle itself. It can do so 
if the Hamilton directors agree, or if more than one-third of the American Security 
stock votes a rejection of the merger. 

Mr. Lewis’ name has never appeared among the officers or directors of the National 
Bank of Washington. However, the directors include his brother, A. D. Lewis, and the 
United Mine Workers general counsel, Welly K. Hopkins. 

A merger of the National and the Hamilton would result in combined resources of 
$234,600,000. This would place it second only to Riggs National, headed by Robert V. 
Fleming, which has resources of $367,500,000. Third would be American Security, with 
resources of $217,900,000. 

However, using surplus, undivided profits, and contingent reserves as a gauge, 
the new combined bank would be third, with American Security second and Riggs first. 


Source: The New York Times, Monday, May 24, 1954 
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SCHEDULE TWO 
PART V (Continued) 


UNIONS IN THE BIG MONEY 


Quarter-Billion Assets — Deal for Another Bank 


There is more to running a union these days than bargaining with 
employers. Huge sums of money have to be managed. 

One union reports assets of 250 million. Another is reported to be 
dickering for a bank. Others, too, are big operators. 


Labor unions with millions to invest are causing something of a stir in the business 
world. The Amalgamated Clothing Workers, CIO, announces assets of a quarter of a 
billion dollars. John L, Lewis’s United Mine Workers reportedly is working behind the 
scenes to corner a large bloc of stock in a Washington bank. High finance no longer is a 
term to be applied only to the affairs of big corporations. 

The Clothing Workers Union, as shown by its latest financial reports, emerges as 
one of the country’s bigger business enterprises. Its holdings include insurance com- 
panies, banks and housing developments. If it isn’t the wealthiest labor union, it comes 
close. Its financial condition, upon examination, tells the story of 40 years of growth 
from a small beginning to a 250-million-dollar operation. 

John Lewis’s union, while not as affluent as the Clothing Workers, also is becom- 
ing something of a big financial operator. The Mine Workers Union already owns stock 
control of one bank in Washington. Financial circles now report that Mr. Lewis is 
behind an attempt to block the merger of two other Washington banks by buying a sub- 
stantial stock interest in one of the banks involved in the merger plan. Agents said to be 
representing Mr. Lewis are offering $110 a share for stock that a rival group is offering 
to buy for $82. 

While the Clothing Workers and the Mine Workers are the latest to show their 
financial muscle, they are by no means the only unions that are in the big money today. 

The AFL Teamsters recently loaned a million dollars to a manufacturer to help 
him ina fight for control of his firm. The Teamsters’ net worth is about 31 million dollars, 
for the national union. On top of that, the local unions affiliated with it have other 
millions in assets. 

Source: U. S. News and World Report, May 21, 1954, Page 123 
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SCHEDULE TWO 
PART V (Continued) 


DECISION ON MERGER OF 2 BANKS AWAITS 
RESULT OF STOCK DEAL 


Some Believe Buyer of Hamilton Shares Is John L. Lewis 


Calls for stockholder meetings to vote on the proposed merger of the Hamilton 
National Bank and the American Security & Trust Co. will not be made until May 25 
and may never be issued, it was learned yesterday. 

After the close of business on that day, the last Hamilton National Bank stockholder 
desiring to accept $110 a share for his stock will have tendered it to Johnston, Lemon & 
Co., Washington brokerage firm which posted the offer for an unnamed client last 
Monday. 

Not until the returns from the offer are known will Hamilton or American Security 
officials want to risk calling stockholders’ meetings. 


Ownership Unknown 

Officials of both of these institutions pointed out that until then Hamilton manage- 
ment will not know who actually owns it, nor will American Security & Trust know who 
its stockholders might be if the merger went through. 

Its largest single stockholder might turn out to be the mysterious Mr. X, the un- 
named source of the money to buy the Hamilton stock. 

With no action on the merger to be considered until after the air clears, it is 
expected that American Security may prefer to back away from the proposal when it 
discovers the extent of the changed Hamilton ownership and that the mysterious buyer 
will support an alternate plan for merger of the Hamilton with the National Bank of 
Washington, a proposal that was made more than three months ago but kept secret until 
recently. 

Believe Lewis Is Mr. X 

Many in the financial district believe firmly that Mr. X is John L. Lewis or one of 
his associates of the United Mine Workers or a third party acting for them. A few sus- 
pect the Cleveland financier, Cyrus Eaton, who has had close financial relations at times 
with Mr. Lewis and his union. 

Mr. Lewis and his union have an interest in the National Bank of Washington. The 
interest has been described as control but if that is so the UMW never has openly exer- 
cised privileges of control. Only two members of the bank’s board of 21 are known to 
be official union representatives, A. D. Lewis, brother of John L. Lewis, and Welly K. 
Hopkins, attorney. 


Source: The Sunday Star, Washington, D. C., May 16, 1954, page A-1 
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SCHEDULE TWO 
PART V (Continued) 


PROFESSOR SCORES TAX-FREE FUNDS 


Educators Will Not Criticize Foundations, House Inquiry 
Is Told by Briggs 


WASHINGTON, May 18—Tax-exempt foundations, regardless of what they do 
with their millions of dollars, are largely free from criticism by educators, a special 
House of Representatives investigating committee was told today. 

Thomas H. Briggs, professor emeritus of English and Education at Columbia Uni- 
versity, testified that educators were “intimidated.” 

Professor Briggs, a former adviser of the Ford Fund for the Advancement of 
Education, directed much of his fire at that fund. He had resigned his advisory position 
last March. 

He said he had found it “improperly manned,” operating with waste and favorit- 
ism, ignoring professional education and lacking a balanced program. 

A word against a foundation, Professor Briggs contended, imperil an application 
for a money grant for a school or college project, now or in the future. So, he stated, 
educators held their tongues about foundation operations they did not like. 

At issue was whether foundations, established with the wealth of patrons prescrib- 
ing projects to reach all of the people, were in fact operating to the general welfare. There 
are more than 5,000 foundations and their assets run into billions of dollars. 

It was contended today that the tax exemptions made the Government a distinct 
party and heavy enough contributor to demand that grants be made to help the people 
of the country as a whole. Professor Briggs said that this was not always so. 


Source: The New York Times, Wednesday, May 19, 1954 
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SCHEDULE TWO (Cont.) 
PART Vi: The Test of “Control”. 


Source: New York World-Telegram and Sun, Thursday, May 27, 1954. 


Proxy Contests 


Become Permanent Part of Corporate 


Relationship With Public—Results Good 
By RALPH HENDERSHOT 


Financial Editor 


Contests for control of corporations are becoming rather commonplace. During the 
last year or two we have had an unusually large number of them, and indications are 
they have become a permanent part of management-stockholder relationship. But, of 
course, we rarely have one with as much color or significance as the New York Central 
battle. 

Underlying the decided increase in such contests are the high taxes Uncle Sam is 
collecting these days. These high levies have had the effect of breaking up many of the 
large individual holdings of stocks. This has been particularly true in the case of cor- 
porate officials, who receive large salaries as a general rule and find it advisable to invest 
their capital in tax-free securities. 

The substantial growth of so many of our corporations in recent years has been 
another factor. It is virtually impossible these days for any one individual or group to 
hold stock control of these concerns. Consequently, existing managements retain their 
positions at the will of general stockholders scattered throughout the country. 


An Attractive Prize 


Control of any of our large corporations is a most attractive prize. As a consequence, 
there are always people around looking for concerns which seem to have lost favor with 
their stockholders. When they see a likely candidate they move in with a proxy contest 
in the hope of winning enough support from shareholders to take over its management. 

Not all changes in control which result from such contests are for the better. On occa- 
sion these contests are staged by opportunists, whose chief aim is to grab what they can 
of the company’s assets. In other cases, however, the quest for control is legitimate and 
the new managements are able to improve the companies’ operating results. 

The indirect results of these contests are excellent. They tend to keep managements 
on their toes. Officials of corporations today recognize that they must turn in successful 
operating results or run the risk of being tossed out on their ears as a consequence of a 
proxy fight. 

Recognize Stockholder Rights 

Likewise, the tendency of corporate managements more and more is to recognize the 
rights of stockholders as owners. There was a time when they seemed to regard share- 
owners as necessary nuisances, who did not deserve to be kept informed of company 
developments. Now some of them even employ outside help in keeping their stock- 
holders happy. 

This all adds up to greater democracy in the relationship between corporations and 
the general public, and all will benefit as a result of it. 





Source: T! 
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Source: TIME, April 19, 1954. 


SCHEDULE TWO 
RAILROADS 


Central’s Courtin’ Time 


Robert R. Young and the New York Central's President William White both went 
courting last week. Objects of their affections: more than 40,000 small stockholders in 
the Central, whose votes on May 26 will decide control of the second largest (in total 
revenues) U. S. railroad system. 

In a letter accompanying his proxy request Young said: “Central’s stock during the 
last 25 years has declined marketwise 33 percentage points more than the [| Moody] 
averages ... This sorry state of New York Central affairs . . . is basically due to the fact 
that its present board together owned, according to last year’s proxy statement, only 
13,750 shares of stock, or less than 44 of 1%.” Said White, in his letter: “What is 
involved . . . is the attempt of a promoter and pseudo railroad man, Robert R. Young, 
to seize control of the company . . . As a railroad executive, Mr. Young has been found 
to be lavish in his ideas and the expenditure of money . . . The choice which you have 
to make is between the promoter type of management and the experienced professional 
type.” 

To Have & to Vote. The proxy statements showed that the Central management has 
been loading up on the railroad’s stock. The Central’s directors now hold not 13,750 
but 106,622 shares (out of 6,447,410 outstanding), chiefly because Director Harold S. 
Vanderbilt has increased his holdings from 10,000 shares to 60,000. The Young slate 
claimed ownership of 1,089,880 shares, or about 17%. But the big end of the Young 
group's holdings is the 800,000 shares listed for Texas Oilmen Clint W. Murchison and 
Sid W. Richardson, which the Central still refuses to transfer to the Texans in its record 
books (Time, April 12). 

Since the Central set April 19 as the last day for such a transfer, the Texans have 
little time left, though they still hope to vote it through “‘legal strategy.” 

So far, both sides have had little success with legal strategy. The Central had asked 
the Interstate Commerce Commission to investigate some of Young’s stock deals (his 
sale to Cyrus Eaton of control of the Chesapeake & Ohio Railway, and the C. & O.’s sale 
of its New York Central holdings to Murchison-Richardson). But the ICC last week 
turned down the request. The Central filed another petition asking whether Young’s 
slate could be lawfully seated if elected, but chances for a favorable ruling on that 
seemed slim, too. From another quarter, the Central gained an ally. An Alleghany Corp. 
stockholder, Mrs. Sadie Zenn, owner of 500 shares, filed a suit against the corporation, 
objecting to the fact that Alleghany had lent $7,500,000 to Murchison and Richardson 
to help them buy their stock. She wanted the deal canceled. 

The Central also scored when it released its annual report. Earnings in 1953 were 
$34 million, highest in nine years. White said he hoped that higher dividends can be 


paid “when earnings will . . . permit.” 
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Stockholder Control—New York Central Proxy Fight. 
Source: The New York Times, Tuesday, June 15, 1954, Page 46, L. 


Mr. White, who had been the Central’s president since August 1, 1952, presided at 
the concluding session of the stockholders’ meeting in Albany and then left for his home 
in Scarsdale, N. Y. 

The meeting was convened a few minutes after 10 A. M. in the secretary’s office of 
the Albany Union Passenger Station. About a dozen stockholders attended the session, 
during which Mr. White received the official certificate of election from the inspectors 
who had tallied the votes cast on May 26. 

The inspectors’ report, as read at the meeting by Russell Walker, secretary of the 
company, showed that Mr. Young, himself, had received 3,407,512 votes, compared 
with 2,340,239 for Mr. White, a plurality of 1,067,273 shares. 

Of the Central’s 40,979 shareholders, 35,555 voted proxies at the May 26 meeting. 
Of the total, 23,033 proxies, or about 65 per cent, were voted in favor of the defeated 
board. The new board was backed by 12,522 proxies, or 35 per cent. More than 89 per 
cent of the road’s 6,447,410 shares, or 5,747,751 shares, were voted. 

In discussing the vote with newsmen Mr. White disclosed that the Young plurality 
for the stock held in the names of brokers and bank nominees was 489,744 shares, while 
the Young plurality of stock registered in the names of the actual owners was 574,658 
shares. This would mean that even without the 800,000 shares of stock owned by Messrs. 
Murchison and Richardson, Mr. Young’s slate had a plurality of 264,432 shares. 

A spokesman for Mr. Young insisted that the victory was not “approximately” 
1,064,000 shares, but rather 1,067,321, on the basis of the average number of shares 
voted in favor of the entire slate. 
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Source: The New York Times, May 20, 1954, page C-49. 


WOOLEN MEETING AGAIN POSTPONED 


Fourth Adjournment Is Taken at Hearing 
Over Challenge of Proxies by Textron 


WRITING IS QUESTIONED 


Signatures Held ‘Not Genuine’ on Ballot 
Cast for Merger at Session on April 23 
Special to The New York Times 


BOSTON, May 19 (1954)—A fourth postponement tomorrow of the ad- 
journed annual meeting of the American Woolen Company was agreed to 
today. 

Legal counsel for the woolen company and for Textron, Inc., reached the 
igreement in Federal Court during a recess of a hearing on an application 
for a preliminary injunction to enjoin American Woolen from announcing 
the results of an election of four directors on April 23. 

Textron, which seeks control of American Woolen, petitioned for the injunc- 
tion challenging the validity of proxy signatures. Until the court hearing is 
finished, a temporary restraining order against American Woolen remains 
in force. 

8,900 Proxies at Issue 

Textron questions the signatures on 8,900 Smith Committee proxies. 

This claim, if upheld, would void the apparent 2lection of management’s 
slate of four directors favorable to the Bachmann Uxbridge merger. On the 
other hand, former Gov. Joseph B. Ely, counsel for American Woolen, has 


contended ample proxies were recorded for a quorum. 
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SCHEDULE TWO 

PART VII: The Principle of “Diversification”. 

Source: The New York Times, May 20, 1954, page C-49. 


Providence, R. 1., May 19 (1954): Non-Textile diversification is paying off 
for Textron, Incorporated, Royal Little, chairman, told stockholders at their 
annual meeting here today. Mr. Little made no comment, however, on his 
attempts to win control of the American Woolen Company. Afterward an 
officer said Textron was continuing to accumulate stock, its holdings now 
having passed the 300,000-share mark. 

Of some forty textile companies that had reported first-quarter earnings by 
yesterday, Mr. Little told stockholders, only two—Textron and United Mer- 
chants and Manufacturers, Inc.—had shown better results than a year ago. 


Earnings Drop 59% 
In both instances, he said, the result was due to substantial investment in 


non-textile lines, Textron in automotive, aircraft and electronic products, 
United in clothing factories and retail clothing stores. 
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CONNECTICUT GENERAL LIFE INSURANCE CO. 


MARKET VALUE 
































STOCKS NO. SHARES 12/31/53 (000) 
Railroad — Preferred 4,239 
Railroad — Common 5,140 
9,379 $ 636 
Public Utility — Preferred 83,669 
Public Utility — Common 139,618 
223,287 10,265 
Bank Stocks 50,486 
Insurance Stocks 26,679 
77,165 6,079 
Misc. Mfg. — Preferred 32,495 
Misc. Mfg. — Common 
Chemical 7,000 
Oil 35,780 
Other 15,610 
90,885 6,127 
$23,107 


NATIONAL DISTILLERS PRODUCTS CORP. 


Third largest factor in domestic liquor industry. 


Industrial Chemicals Division: 
Metallic Sodium 
Chlorine 
Sulphuric Acid 
Caustic Soda 


60% interest in National Petro-Chemicals Corp., producer of ethyl alcohol, 
ethyl-chloride and ethyl-ether. Sales 1953 estimated at $70 mi. 


20% interest in Intermountain Chemical Company, producer of soda ash. 


34937—54—-pt. 3-23 
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GENERAL MOTORS CORPORATION 


aw COMM 
Divisions 
Banking, In: 
Car, Truck & Body baiting © 
: Chemicals 
Accessories & Parts Foods & Be: 
Household Appliances ti sto 
ae Merchandisi 
Frigidaire Metals & M 


Delco Heating Oil & Gas 
Paper & Pul 
Pharmaceuti 


Engine Publie Utilit 


Railroad 
Allison Rubber 
Detroit Diesel Textile 

¥ -4 Tob cco 
Cleveland Diesel — 


Electro-Motive (Diesel Locomotives) 


Finance & Insurance 
General Motors Acceptance Corp. 
General Exchange Insurance Corp. 
Motors Insurance Corporation 


M. A. HANNA COMPANY 


Engaged in producing and marketing coal and iron ore, and operating lake 


vessels and docks in connection therewith. Also holds common stocks as 
follows: 


MARKET VALUE 
COMMON STOCKS 12/31/53 (000) 


Chemical $ 4,176 
Coal 33,766 
Non-Ferrous Metal 2,470 
Oil 17,043 
Steel 92.814 
Textile 12,820 

$163,089 
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THE LEHMAN CORPORATION 


COMMON STOCKS 
king, Insurance, Finance 
lding & Construction 
hemicals 
Foods & Beverages 
Manufacturing & Misc. 


erchandising 

letals & Mining 
& Gas 

aper & Pulp 
rmaceuticals 
lie Utilities 
lroad 

ber 

xtile 


acco 





MARKET VALUE 
3/31/54 (000) 


$ 354 
2,725 
5,661 
1,817 

11,926 
4,548 
8,654 
55,485 
4,708 
7,035 
28,556 
894 
4,701 
1,147 
391 
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TRI-CONTINENTAL CORPORATION 


COMMON STOCKS 


Air Conditioning 
Aviation 
Broadcasting 
Building 

Chemical 

Container 

Elec. Equip. & Electronics 
Food & Beverages 
Insurance 

Misc. Manufacturing 
Misc. Metal 

Natural Gas 

Office & Business Machines 
Oil 

Paper 

Public Utility 
Railroad 

Rayon 

Retail Trade 
Shipbuilding 

Steel 

Tire & Rubber 
Tobacco 

Misc. 


Underwriting Co. (Union Securities ) 


MARKET VALUE 
3/31/54 (000) 


$ 824 
480 

938 
1,275 
15,796 
5,039 
17,505 
2,669 


see 


400 
4,867 
5,699 
7,326 
2,493 

24,916 
3,077 
28,665 
5,297 

344 
2,606 

317 
3,747 

1,781 
3,758 
725 
12,928 
$153,887 
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SCHEDULE TWO 


PART VIII: The Government and Business. 
SECTION A: The Federal Reserve System Credit Control Functions. 


DIVISION (1) The “Independent Bankers Association fear of Credit 
Centralization: 


Source: American Banker, December 23, 1953, page 1. 


The first step in the campaign recently announced by the two Independent 
Bankers Associations to alert the public to the dangers of banking monopoly 
was taken this week when banks throughout the country were mailed samples 
of a statement stuffer headed: “Do you Believe in Free Enterprise?” 

Text of the stuffer states: “Karl Marx—the father of communism—listed 
centralization of credit in the hands of the state’ as one of the 10 points in the 
Communist manifesto. The spread of banking monopoly is the first step 
toward the socialism of banking and of all business.” 

The statement stuffer ends with the plea: “Help us and the other inde- 
pendent community-owned banks of the country protect free enterprise by 
stopping the spread of banking monopoly through the holding company de- 
vice. Write your Senators and Congressmen in Washington, asking them to 
support the Capehart Holding Company Bill (Senate-1118) which requires 


bank holding companies to observe the same set of rules under which all 


,1?? 


banks now operate. Write them Today! 
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SCHEDULE TWO 

PART Vill (Cont.) 

SECTION A (Cont.) 

DIVISION (2) Federal Reserve Policies. 


Source: The New York Times, June 24, 1946, page 35, by Henry Hazlitt. 


The report on credit policies made to Congress last week by the board of 
governors of the Federal Reserve System is an astonishing governmental 
document, even in this era. The report begins by declaring that there can be 
no doubt that the country’s money supply, several times greater now than ever 
before, is and will continue for an indefinite time to be much in excess of 
available goods. Under such conditions, it adds, with the heavy drains of war 
financing passed, public policy calls for “vigorous attack on the basic causes 
of inflationary pressures”. This, in return, requires that the Government “stop 
and reverse, if possible, the process whereby it has created bank credits’. 

This is a promising start, but it immediately turns out, alas, that the board 
‘annot take the most essential step in this direction—because it has promised 
the Treasury not to! It has given its assurance that “the rate of “g per cent 
on one-year certificates will be maintained, if necessary, through open-market 


operations’. This means, in practice, as the board explains quite candidly, 


that “the Federal Reserve stands ready to purchase short-term Government 


securities in the open market in order to prevent short-term interest rates from 
rising above the level the Government is now paying’. And this assurance was 
given “because the board does not favor a higher level of interest rates than 
the Government is now paying”. 

But because the Federal Reserve has adopted this policy, commercial 
banks, as the board points out, can “sell short-term lower-yield Government 
securities to the Reserve System and thus acquire reserves which, on the present 
busis of reserve requirements, can support a six-fold expansion of member 
bank credit”. This means, in turn, that “the money supply can thereby be in 
creased on the volition of the banks, irrespective of national monetary policy”’. 

The board, therefore, recommends that it be given the following additional 
powers by Congress so that it may impose “adequate restraints” on the mem- 
ber banks: 

(1) to place a maximum on the amounts of long-term marketable securi- 
ties, both public and private, that any commercial bank may hold against its 
net demand deposits; (2) to require all commercial banks to hold a specified 
percentage of Treasury bills and certificates as secondary reserves against 
their net demand deposits, and (3) to raise member bank reserves against net 
demand deposits. 

It is not possible to examine here all the probable consequences of such 


measures. It is enough to point out that the requirement that banks must hold 
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Treasury bills and certificates as secondary reserves against net demand 
deposits would be more likely to prove inflationary than deflationary; that it 
would free the Treasury to a large extent from the test of the market in floating 
its securities; and that it would give the Federal Reserve authorities unprece- 
dented powers over the country’s banking system. 

There is no need for such increased powers. They are wanted only because 
the Federal Reserve lacks the courage or clearheadedness to make proper use 
of the powers it already has. That is certaintly not a good reason for giving it 
more. All its troubles arise from the fact that it is arbitrarily holding down 
interest rates on short-term Government securities. The Federal Reserve, in 
other words, is following an inflationary policy of abnormally cheap money 
while trying to escape its inevitable inflationary consequences. It is to offset 
these that it wishes coercive powers over the policies of the member banks. 
But all that it is really necessary for the Federal Reserve authorities to do is to 
stop buying all Government certificates offered at Y, of 1 per cent. It can 
allow these to find their market level, and lend against them only at a penalty 
discount rate. The volume of money and bank credit are now growing not in 
spite of the Federal Reserve's policies but because of them. 

If the Administration will balance the budget, end deficit financing, and 
reduce expenditures to levels that will allow a surplus for net debt retirement, 
while the Treasury and the Federal Reserve discontinue the absurdly low 
short-term interest rate policies which inevitably encourage inflationary ex- 
pansion of money and bank credit, inflation will be stopped. It will not be 
stopped by still further “emergency” powers. 
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SCHEDULE TWO 

PART Vill (Cont.) 

SECTION A (Cont.) 

DIVISION (3) Effect of Policies. 


Source: New York World-Telegram and Sun, April 26, 1954, Pages 22 and 27, by Lawrence Fertig. 


Money for hire is very cheap these days, and it is getting cheaper and more 
plentiful al! the time. When the Federal Reserve directors, two weeks ago, 
reduced the rate at which commercial banks can borrow from the Federal 
Reserve System to 11% per cent, it accented this trend. In the offing also is the 
probability that the Federal (Reserve) will once again reduce the percentage 
of reserves which commercial banks must maintain—thus increasing their 
loanable funds. 

Plainly this Administration has completely reversed its original policy of 
making money “neutral”—thus permitting all important factors in the eco- 
nomic system to express themselves without distortions of any kind. Instead, it 
is employing money as a pressure-agent to whip up the economic system. 

The short-range effect of such a policy will undoubtedly act to support high 
inventories, to encourage more spending by business and to induce further 
investment and perhaps speculation in equity markets. It is hard to see how 
sizeable liquidation can take place in the short-run—say within six months to a 
year—when the return on money is continually forced down and billions go 
begging for a place to earn some income. 

If there were no ultimate disadvantages accruing to the present policy, then 
there would be no argument against driving money rates down toward zero 
and reducing reserve requirements even further. But there have always been 
disadvantages to such a policy, which show up at some later date. 

Even the most elementary text books in economics will explain this. The 
following quotation is from a splendid new book “Introduction to Economics” 
by Van Sickle and Rogge. The authors say, “Cyclical fluctuations (depres- 
sions) come because the interest rate is not permitted to perform its proper 
function, which is to tell would-be investors how many resources consumers 
are willing to release for production of capital goods. 

“Increases in the supply of loanable funds during the expansion phase, 
coming from stocks of newly created money, prevent the interest rate from 
rising to warn investors that there is a shortage of real savings. Thus they are 
led into error, into the error launching more capital goods projects than con- 
sumers will let them complete. 

The interest rate has always been an important factor in regulating capital 
investment. It is undoubtedly true today although that fact can be obscured 
in the short-run by government manipulation. 
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SCHEDULE TWO 

PART Vill (Cont.) 

SECTION A (Cont.) 

DIVISION (4) Federal Reserve Board Action and U. S$. Government Bond Fluctuations 


Source: C. J. Devine & Co. 


March 1953-April 1954 


2%4%—Dec. 1962-59 212% —Dec. 1972-67 
3/31/53 96.0 2.70 93.14 2.93 
6/3/53 92.18 3.13 90.22 3.12 
5/11/54 101.2 2.02 99.30 2.49 
RESULTS 

Fluctuations: —4 —3 

+9 +9 

Total 13 Total 12 


SCHEDULE TWO 

PART Vill (Cont.) 

SECTION A (Cont.) 

DIVISION (5) What Money Market Gyrations have done to the Public. 


Source: The New York Times, May 14, 1954, Page 14. 


Following are excerpts from a speech by former President Harry S. 
Truman before the Amalgamated Clothing Workers’ convention at Atlantic 
City, delivered May 13, 1954: 

“The first big economic step the new Administration took in early 1953 was 
to tighten up on the money supply. This was the so-called money policy. Mak- 
ing money harder to get for the average fellow, and paying higher interest 
rates to the banking fraternity has always been the policy of the trickle-down 
theorists.” 

Mr. Truman then gave his estimate of the effects of the money market policy 
of early 1953 as follows: 

“The management of our national debt was imperiled, and government 
borids declined. 

The squeals of pain and fear could be heard all the way from the farmers 
of the Far West to the bankers of Wall Street. And when the bankers com- 
menced to squeal, the new Administration started to loosen up on the hard 
money policy. But a great deal of damage had already been done.” 
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SCHEDULE TWO 

PART Vill (Cont.) 

SECTION B Government Predictions and Planning. 

DIVISION (1) Infallibility of Government Agencies and Departments. 


Sources: Commercial and Financial Chronicle, August 23, 1945, and Federal Reserve Board 
Bulletin. 


Secretary of the Treasury Snyder’s report on reconversion problems stating 
that: 

Total unemployment is expected to rise to more than 5 mi. within three 
months, and perhaps to 8 mi. before next spring. 


Actual unemployment through the following years proved to be as follows: 


1945 — Aug. 830.000 
1945 — Dee. 1,004,000 
1946 Jan. 2,300,000 


Mar. 2,700,000 
Oct. 1,930,000 
Dec. 2,270,000 


SCHEDULE TWO 
PART Vill (Cont.) 
SECTION B (Cont.) 
DIVISION (1) (Cont.) 


Source: Wall Street Journal for dates indicated: (1) 8/16/1945 (2) 10/18/1945 (3) 12/10/1945. 


Scare forecasts of prolonged mass unemployment are taken with whole 
shakerful of salt by businessmen. They don’t think they can estimate accu- 
rately and don’t think Government economists or union spokesmen (Sidney 
Hillman predicts 10 Mi. out of work in 6 to 8 weeks) know either. (1) 

“Economic Forecast”—From Wall Street Journal Washington Bureau:— 
Every major agency working on attempts to predict two years ahead. Accurate 
or inaccurate, they must be taken seriously. Government officials from White 
House down are using them in plotting national policy. Uncertainty about 
number of jobless. In first quarter 1946 it is deemed fairly certain that a few 
more than 8 Mi. will be seeking work. But for the third quarter, estimates 
spread from 7.5 Mi. to 8.5 Mi. By mid-1947, spread from optimistic 5.5 Mi. 
to pessimistic 9.5 Mi. (2) 

Editorial: Before and after V-J Day, in Mid-August, most of those in 
political offices and a good many sober economists feared that this country 
was about to plunge into mass unemployment and said so. The Office of Recon- 
version predicted 8 Mi. unemployed by Spring. It has now trimmed its night- 


mare down to 6 Mi. (3) 
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SCHEDULE TWO 
PART Vill (Cont.) 
SECTION B (Cont.) 
DIVISION (1) (Cont.) 


Source: The Wall Street Journal, June 9, 1954, Page 12 (editorial). 


Of five steel companies to which the Reconstruction Finance Corporation 
loaned money in 195] and 1952, one is bankrupt, one is in default and the 
others have obtained deferrals of their originally-scheduled repayments. 

This uninspiring history is recorded in yesterday’s issue of this newspaper. 
There are various explanations. For example, Green River Steel Corporation, 
which received more than $8.5 million in government credit over three years 
ago and has yet to repay any of the principal, admits its timing was one hun- 
dred per cent off. When it had orders, it couldn’t get equipment; when it got 
equipment demand had fallen and it couldn’t get orders. 

But there is only one basic reason for the difficulties of these companies, 
and that is the Government’s involvement. 

Anybody, including steel men and bankers, can misjudge a market. But the 
Government is especially prone to misjudgment because its criteria are not 
primarily economic. In the case of the steel expansion, a big consideration was 
presumed defense needs; in the case of some other loans in the R.F.C.’s flam- 
boyant past, the considerations were political. 

Perhaps the five steel companies could have got the financing they wanted 
entirely from private institutions, but the fact that they went to the R.F.C. sug- 
gests otherwise. For this agency’s main excuse for existence in recent years 
has been to make loans others would not make—put bluntly, to take uneco- 
nomic risks with the taxpayers’ money. Had the R.F.C. loans not been avail- 
able, some unnecessary steel capacity would not have been added and a lot 


of people, including taxpayers, would have been saved some grief. 
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SCHEDULE TWO 

PART VIII (Cont.) 

SECTION C Bureaucracy as a Danger 

DIVISION (1) Federal Government Competition with Private Enterprise. 


Source: Excerpts from the February 9, 1954 Report of the Subcommittee of the Committee on 
Government Operations, House of Representatives. 


More than 100 businesses operated by Federal Government (exclusive of 
Government owned corporations) : 

“The Federal Government operates over 100 business-type activities; it has 
stores inventories comparable to those of all private enterprises combined ; 
‘it is the largest *** insurer, the largest lender, *** the largest holder of graz- 
ing land *** the largest owner of grain, the largest warehouse operator, the 
largest shipowner, and the largest truck-fleet operator.’ ’ 

Some of the specific businesses in which the Government is engaged are as 
follows: 


Manufacturing 





Coffee roasting 
Paint 

Rubber 
Shipbuilding 
Moving pictures 
Rope 

Chain 

Fertilizer 
3akery Goods 
Ice cream 


Printing (all kinds) 


Railroads 
Inland waterways 
Shipping (MSTS) 


Theatres 
Schools 


Fish hatcheries 


Communication systems 


Engineering (all kinds) 


Spraying service 
Laundries 
Commissaries 
Powerplants 


Magnesium 
Caustic soda 
Acetylene 
Chlorine 
Oxygen 
Rum 
Clothing 
Furniture 
Spectacles 
Aluminum 


Aluminum smelters 


Transportation 


Tugboats and barges 
Buses 


Air Transport 


Service Activities 


Warehousing 

Rural electrification 
Banking 

Insurance 

Metal heat treating 
Irrigation projects 
Tree nurseries 
Accounting 
Teletype service 
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SCHEDULE TWO 

PART Vill (Cont.) 

SECTION C (Cont.) 

DIVISION (2) Government Owned Corporations as an Added Danger (1946 data). 


Source: The United States News, May 24, 1946. 


The nation’s biggest holding company is the United States Government. The first 
consolidated report on Government-owned corporations reveals that more than 
$5,000,000,000 of public funds is invested in such corporations, and that these, in turn, 
control more than $16,000,000,000 worth of assets. 

Growth of Government in business results from 14 years of depression and war. In 
that period, as the Pictogram shows, federal corporations expanded from 12 scattered 
and relatively minor agencies into a system of 36 major organizations that put the 
Government’s finger into nearly every aspect of the country’s life. 

Financial power has increased step by step with this expansion. The Reconstruction 
Finance Corp. started in 1933 with authority to borrow $3,300,000,000. Now RFC can 
draw upon the Treasury for $20,000,000,000. Commodity Credit Corp. started with a 
capital of $3,000,000. Now it is a $100,000,000 corporation and can borrow up to 
$4,750,000,000. These examples are typical. 

Broadened operations have developed. In 1933, Government corporations were con- 
fined, principally, to making distress loans to farmers, home owners, banks, insurance 
companies and railroads. The Panama Railroad Co. and the Inland Waterways Corp. 
were about the only active business operators. 

Now federal corporations operate electric-power plants, metal plants and a tin smelter. 
There is a Government monopoly in synthetic rubber. Other agencies buy and sell food, 
minerals and other commodities, at home and abroad. 

Control by management is held even more tightly than among private corporations. 
Government managers have wide discretion in making loans and in sponsoring projects, 
and are responsible to only one stockholder, which, until recently, exercised almost no 
supervision. Only lately have they been required to report to the Bureau of the Budget. 

Losses overshadow profits from Government business activities, but only because 
some corporations are directed to support farm prices and to hold down living costs. 
Thus, out of a net loss of $4,023,000,000 expected from Government business operations 
in the 12 months beginning next July 1, $3,785,000,000 will be attributable to subsidies. 
On the other hand, RFC, for example, expects to make a profit of $25,000,000 on busi- 
ness loans, and Tennessee Valley Authority expects to net $15,500,000 from power sales. 

Actually, the growth and power of these corporations is an indication of the steps the 
U.S. has taken toward socialism. 
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Source: The United States News, May 24, 1946. 
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CORPORATIONS MULTIPLY 


1933 


12 FEDERAL 
CORPORATIONS 


Panama Railroad Co. 
U.S. Spruce Production Corp. 
U.S. Housing Corp. 

Inland Waterways Corp. 
Warrior River Terminal Co. 
Federal Land Banks (Mixed Ownership) 
Federal Intermediate Credit Banks 
Regional Agricultural Credit Corps. 
Fed. Home Loan Banks 
(Mixed Ownership) 
Reconstruction Finance Corp. 


Cotton Stabilization Corp. 


, Grain Stabilization Corp. 
. 

. 1946 

. 

. 36 FEDERAL 

’ CORPORATIONS 


Panama Railroad Co. 
U. S. Spruce Production Corp. 
U. S. Housing Corp. 

Inland Waterways Corp. 
Warrior River Terminal Co. 
Federal Land Banks (Mixed Ownership) 
Federal Intermediate Credit Banks 


Regional Agricultural Credit Corps. 





Production Credit Corps. 
Banks for Co-operatives 
(Mixed Ownership) 
Federal Farm Mortgage Corp. 
Fed. Home Loan Banks 
(Mixed Ownership) 
Federal Savings & Loan Insurance Corp. 
Home Owners Loan Corp. 
Federal Public Housing Authority 
Defense Homes Corp. 
Federal Deposit Insurance Corp. 
Reconstruction Finance Corp. 
The RFC Mortgage Co. 
Federal National Mortgage Association 
U. S. Commercial Co. 
Rubber Development Corp. 
War Damage Corp. 

War Assets Corp. 
Commodity Credit Corp. 
Federal Crop Insurance Corp. 
Tennessee Valley Authority 
Tennessee Valley Associated 
Co-operatives, Inc. 
Export-Import Bank 
Virgin Islands Co. 
Federal Prison Industries, Inc. 
Institute of Inter-American Affairs 
Institute of Inter-American 
Transportation 
Inter-American Educational 
Foundation, Inc. 
Inter-American Navigation Corp. 


Princinradio, Inc. 
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SCHEDULE TWO 
PART Vill (Cont.) 
SECTION C (Cont.) 


DIVISION (3) Federal Civilian Employment—Continental U. $.—Executive Department. 


(THOUSANDS) 
Defense Post All 
Total Total Agencies Office Other Legislative Judicial 
Jan. 1939 882 875 165 310 400 5 2 
Jan. 1953 2,350 2,324 1,205 486 633 22(1) 4 
Jan. 1954 2,173 2,147 ~ 1,058 494. 595 22 4 


(1) Employment by General Accounting Office and Government Printing 
Office shifted from Executive to Legislative in 1952. 


Executive: Includes all executive agencies (except Central Intelligence) and 
Government corporations; includes civilian employment in navy yards, 
arsenals, hospitals and force-account construction. 


Defense Agencies: Covers civilian employees of Dept. of Defense (Sect’y of 
Defense, Army, Air Force and Navy), National Advisory Committee for 
Aeronautics, Canal Zone Government, Selective Service System, National 
Securities Resources Board, National Security Council, and War Claims 
Commission. 


Source: Tabulation at National Industrial Conference Board; from “Employ- 
ment & Payrolls” — Dept. of Labor and Bureau of Labor Statistics. 
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The Cuarrman. Now, Mr. Morris, you wish to be heard ? 

Mr. Morris. Yes, sir. If there is no objection, I believe I would 
rather stand, because if I stand I will probably take less time. 

The CuarMan. You just proceed. We are delighted to have you. 


STATEMENT OF ARTHUR J. MORRIS, CHAIRMAN OF THE BOARD, 
THE MORRIS PLAN CORPORATION OF AMERICA 


The Cuairman. Mr. Morris, are you going to read this entire state- 
ment, or do you want it placed in the record ¢ 

Mr. Morris. I would like to put it in the record. 

The CuHairman. Without objection, Mr. Morris’ statement, as 
written, will be placed in the record, and each word he utters will like- 
wise be made a part of the record. 

Mr. Morris. | am Arthur J. Morris, chairman of the board of the 
Morris Plan Corporation of America, and the founder of the Morris 
plan system of consumer credit. 

Let me first state at the outset that in view of the extraordinary 
and meticulous presentation of our views and our objections to this 
monstrosity with which the committee and the Senate is burdened 
unnecessarily, | want to support and want to have the record show 
that, after having lived with Colonel Huntington for the past 6 
months, in which he has, day and night, and Saturdays—and, I am 
afraid, Sundays, too—been plowing through everything that has been 
said and thought concerning this legislation, and in view of his re- 
markable statement that has been made a part of the record, in which 
I concur 100 percent and which is so meticulously and so completely 
a reply to the affirmations and the negations and the claims and the 
assertions of this iconoclastic few of “puerile bankers—they all call 
themselves the Independent Bankers Association—I would feel like 
I was trespassing upon the time and patience of human agency to 
undertake too much of a review of the situation that has been so 
thoroughly and completely covered by my associate, Col. Ellery C. 
Huntington. 

I would also like to clear up, before I get into the major part of 
my very brief response, one or two things which occurred in the col- 
loquy between Colonel Huntington an dour distinguished chairman. 

I first want to clear up for the record this idea that if you own the 
controlling interest of a chain of banks, by reason of your control 
of a bank ‘holding corporation you are running those banks. I agree 
with our distinguished chairman that what you control a hundred 
percent in most corporations, you run. I am not even ied to argue 
with you that if the Equity Corp. controls the Bell Aircraft Corp., 
they may not affirmatively run the Bell Aircraft Corp.—even though 
they may be a bunch of high fliers, they don’t know how to fly. But 
they do negatively control it to the extent that, if the management 
doesn’t make money for them, they will come 1 right i in there and change 
the management. 

And I want to agree with our distinguished chairman that in 99 
percent of the corporate enterprises, your theory of stock-control 
ownership is right, but there is a notable exception between a bank 
holding corporation that controls a chain of banks—and I am not 
speaking theoretically now, I am speaking from vivid and illustra- 
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tive experience. I am going to give you some concrete illustrations 
after I make the distinction here in your mind. 

The A. & P. Corp., that does a volume of business of over $3 
billion per annum and makes 1 percent net after taxes, controls thou- 
sands of grocery stores, and they absolutely dominate every single 
soliti ary one of those stores, down to the lowest hamlet in which some 
fellow turns his stock of goods over 20 times a year. 

I can tell you the same thing about J. C. Penney Co. and the Wool- 
worth Co., with their detailed control. I am meticulously familiar 
with that. ; 

I might go so far as to tell you the same thing about the Metro- 
politan Life Insurance Co., with their multiplicity of accounts and 
policies throughout the country, how it controls the management, how 
they think and how the »y sleep and what they do. 

But I want to tell you that with the chain of banks it is entirely dif- 
ferent. In the first place, i in every single local bank, whether it be a 
State or National institution, every director is required to make a 
sworn oath that he will independently act as the director of that bank 
for the best interests of the bank, with prescribed penalties. 

In addition to that fact, every single director in the local bank 
constitutes himself a fiduciary with responsibility for the deposits of 
that bank. We have actually recommended certain loans to certain 
banks. I have in mind good, acceptable loans that we recommended to 
our Atlanta bank, that at the time we controlled our Detroit bank 
we recommended it to them, and to our Knoxville, Tenn., bank, and 
the directors didn’t have the slightest hesitation in saying, “We’re not 
interested,” and there wasn’t anything we could do about it. 

I also want to call your attention to the fact that out of 176 directors 
we have not over 7 directors from the bank holding corporation on the 
banks’ boards. And I also want to call your attention to the fact that 
under the majority of State laws with which I am familiar—and I 
know this is so in New York State—the bank holding corporation 
isn’t allowed to put on the board of directors more than a nominal 
number of minority representatives of its stockholdings. The large 
majority of the directors of very bank in New York State that have 
anything to do with the bank holding company are absolutely 
independent. 

I want also to impress upon you that when you are dealing with 
bank directors in a local community there isn’t a single one 
of them, not even a weak one—if you can imagine their being so con- 
founded weak that they are afraid of their sh: adow—that the minute 
you try to make a rubberstamp out of them, they hand in their 
resignation from that board. 

Let me tell you what actually happened in my experience, to answer 
you when you say if you own a bank, you run it. 

We had a bank, which happened to be in Philadelphia, with a vice 
president and general manager. I was satisfied that he was guilty of 
some misconduct unbecoming the operating manager. I went to the 
directors of that bank, and endeavored to get them to agree to replace 
the vice president and general manager. The majority of the board 
said they refused to do it. Three members of the board went so far 
as to come from Philadelphia to New York to talk to Charles Sabin, 
then the president of the Guaranty Trust Co., telling Mr. Sabin to 
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get A. J. Morris to leave them alone in his request te get rid of the 
vice president snd general manager. Mr. Sabin said, “That is a 
matter you directors have to determine.” 

To make a long story short, the board of directors told me if I 
insisted on getting rid of the.vice president and general manager, they 
would resign as a body, which meant that I would have to liquid: ite 
the bank. Now that is the extent to which the bank holding cor- 
poration can control any bank. 

Now, that isn’t the only time that experience has occurred. It has 
occurred in one or two other instances where there was less important 
disagreement. In other words, Mr. Chairman, the board of directors 
of a local bank are absolutely supreme in the management and in the 
execution of both the generic and the detailed policies and the general 
and detailed administration and operation of that bank. 

The CuarrMan. Are the examples you are giving examples of banks 
where you, the holding company, owned the majority of them ! 

Mr. Mornis. Absolutely. 

The Cuarrman. Are they examples of where you named the direc- 
tors originally ? 

Mr. Morris. We never name the directors. You never do that. If 
you did that, you wouldn’t be able to live very long in the town. 

The CuarrMan. You vote for the directors, don’t you? Your stock 
ownership elects the directors. 

Mr. Morris. What we do, we turn over our voting control to the 
president of that bank, the proxy, and the president or management 
elects the directors. They don’t even submit the list to us. We some- 
times say We want one or two members. 

The CHatrman. You have a pretty hard time, you holding compa- 
nies, running these banks. 

Mr. Morris. There is no question about it. That is the weakest part 
about the holding company business, if you want to know the naked 
truth. It is the riskiest business, the fact that you don’t control the 
banks, the fact that your money is there and the local directors can 
come right in and do what they please with it. The only thing you 
can do, if they get elected, you can’t reason with them, and it is a 
rather interesting anomoly of how seldom you can reason with them, 
because most of them are sui generis in their self-opinionation that 
they think they know it all, and they know more about the local con- 
ditions than the fellows in New York know about it. 

The Cuarmman. In other words, they act like independent bankers ? 

Mr. Morris. They not only act like that—only recently, we disposed 
of one of our most valuable properties, which repr esented the begin- 
ning of the Morris Plan, the Bank of Virginia, in Richmond, and all 
over the State of Virginia. And the only reason we disposed of that 
bank was because we. felt that the man who made that bank a great 
success was an expansionist, a man of great ability. He had developed 
his outstanding capacity among all the thousands of men that had 
ever been connected with me, and he had ideas that may or may not 
be right. He wanted to join the Federal Reserve System, and for 
reasons Colonel Huntington told you, we couldn’t stand the expense 
of that guaranty fund and so on, so we surrendered the bank in order 
that the man might realize his own local ambition. 
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But I want to tell you there never was a single, solitary thought con- 
cerning the development of that bank conceived in New York that ever 
had even a conception, even an embryonic conception in Virginia. 

The Cuarrman. I understand why you call them independent bank- 
ers. They have always been independent when I wanted to borrow 
money from them. 

Mr. Morris. Maybe they have been too independent. 

Now the main thing that occurs to me here is that here is a grandil- 
oquent parliamentary function on the part of our great Senate in one 
of its important committees, in which they are asked to pass aflirma- 
tive legislation that might destroy the efficacy and the further prog- 
ress of a bank holding corporation that has made history in this coun- 
try. 

The Carman. Let me ask you this, Mr. Morris: Is your bank 
holding company, or your company, much different from other bank 
holding companies? 

Mr. Morris. Yes, in many respects. 

In the first place, to digress a second, as I understand it, the majority 
of bank holding companies are more or less bank affiliates and con- 
nected with the Federal Reserve System. We are not. I don’t believe 
there are many other bank holding companies that are amenable to 
the Investment Act, as we are. 

The Cuairman. Why are you amenable to the Investment Act. ? 

Mr. Morris. Because when I became associated with the Equity 
Corp.—and the only reason that I ever became associated with the 
Equity Corp., apart from the delightful association with Colonel 
Huntington and his other able associates 

The Cuarman. Colonel, are you chairman of the Equity Corp? 

Mr. Hunrineron. Yes, sir. 

Mr. Morris. The only reason I became associated was in order to 
get the benefit of the enlarged investment assets and the ability to 
get into the local market and get money for the development of the 
Morris Plan Corporation of America. 

And just to give you a brief history of the Morris Plan—it won’t 
take more than 5 or 6 minutes—I began the Morris Plan system nearly 
45 years ago in Norfolk, Va., for the purpose of democracizing credit. 
Now, what do I mean—and I started the first Morris Plan Bank in 
Norfolk, Va., with $20,000 capital, as an experimental undertaking. 

Now, what do I mean by the “democracization of credit”? I dis- 
covered, as a corporation, as a financial lawyer—most of my practice 
was with banks and banking outfits and investment banking—that 
more than 80 percent of the American people had absolutely no access 
to bank credit. To the consternation of my own distinguished father 
and all my contemporaries at the time, in Norfolk, Va., who said I 
was sick and disordered—they said my idea of lending money on 
character and earning power was the insane product of a man that 
was overworked. ‘They said, “You can’t lend money on character and 
earning power. You will never get your money back.” 

Well, maybe they were right, but I was just one of those persistent 
fanatics that was determined, on account of the need of the situation, 
to see what I could do. 

So I started this Morris Plan Bank in Norfolk, Va., with $20,000 
capital. I had a hard time getting a charter, because the chairman 
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of the Corporation Commission of Virginia said it wasn’t a corpora- 
tion bank, that it wasn’t a savings and loan association; it was a 
savings bank. He didn’t know what it was, but he was going to grant 
the charter because it had e xperimental purposes that appes led to him. 

The charter was granted and after 14 months of experience I found 
out that you could safely and with a reasonable profit—not too much, 
not enough to get hurt with—you could lend money to the average 
wage earner at legitimate discowits payable over moiuthly periods, 
and you could do it safely, as 1 say, with reasonable profit. 

And it was within that first bank, during its first 14 months of 
existence, that I began the installment financing for motorcars in this 
country. With $20,000 in capital, in the first 18 months or about 
then, we loaned $59,000 on what the board of directors called “the 
luxury of benzene Y bolialen? That was the first motorcar financing. 

The Cuairman. What year was that? 

Mr. Morris. That was in 1910. L had started my investigation of 
this determined purpose for the democratization of credit in 1907, 
and after studying it in 1907, 1908, 1909, and 1910, I opened the first 
bank. 

Then I went. to Atlanta, Ga., and started the second Morris plan— 
I called the first Morris plan bank the Fidelity Savings & Trust Co.— 
a very high-sounding title to it. I went to Atlanta, Ga., and there 
I started the second Morris plan bank, and called it the Atlanta 
Loan & Savings Bank. 

Then a man down there—God bless his memory—named W. Woods 
White, said, “This whole town is infested with loan sharks, and for 
26 years I have been fighting the loan sharks and this is the first 
time I have found a practical substitute.” And it got to be a joke 
there the first 6 months, that you had to get into the hands of 
loan shark in order to get a loan from the Atlanta Loan & Savings 
Bank to get out. 

The principle having been demonstrated to be safe in operation, 
and reasonably profitable to capital employed, I organized four other 
banks in order to test the plan in diffe ‘rent localities—North, East, 
South, and West. I went to one extreme in Denver, I went to the 
Southwest in St. Louis, and then I went to Washington and Baltimore. 

The progress of these six banks enlisted public attention throughout 
the country. I was overwhelmed with requests for Morris plan 
banks in cities throughout the United States. I found I could not 
meet the demand for these banks in different cities, except by or- 
ganizing a bank holding company through which to insure the capital 
and prov ide some’ form of installation and supervisory service. 

The CuatrmMan. You mean to provide the capital ? 

Mr. Morris. Yes. In other words, I would go to one of these towns, 
and they said, “Yes, we want these banks. How much capital do you 
need ¢” 

Well, I would say, “We need $100,000, divided up into capital, sur- 
plus, and undivided profits.” 

I said, “How much can you put up?” And they said that plenty of 
people wanted the bank but if I put up half of the capital maybe 
we could get the other half. And it usually ended up where the first 
holding company put up from half to three-quarters, and they put 
up the other quarter. Sometimes we put up a half or two-thirds. 
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But if it hadn’t been for the first holding company that was called 
the Fidelity Corporation of America—I should have said at the be- 
ginning when I organized the first bank with $20,000 capital, my 
illustrious contemporaries that thought so much of it made me put 
up half the capital personally and guarantee the other half to get a 
board of directors. And years after, when I went back to Norfolk, 
Va., and I stopped at the club for lunch, they slapped me on the back 
and said, “A. J., we always told you it was a great idea.” 

The Cuatrman. I have heard that, too. 

Mr. Morris. Well, we exhausted that half a million dollars the 
first year, the very first year. I was trying to practice law in Nor- 
folk, and by that time I had opened up an office in New York, and 
IT had a big overhead in New York and was trying to do something 
to get rid of it—as one of my partners said, “You started off with a 
couple of cows by the tail, and now you have a herd of cattle.” 

So, the next thing I did, I went to New York and met some of the 
best people in New York, and I organized a $5 million company and, 
believe it or not, a little country lawyer coming from Norfolk and 
getting into New York and having the organization conference in the 
private office of J. P. Morgan & Co.—I will never forget when the 
old man walked in. We were all there, with Mr. Henry P. Davidson 
and Thomas Lamont, and all, and the old man walked in and said, 
“What’s all the meeting about ?” 

Mr. Davidson said to me, “Mr. Morris, can you tell him in 20 words, 
because the big chief is getting ready to take a boat for Italy.” 

And I said to him—of course that is the first time I ever met him. 
I shook hands with him. I was trembling all over. I said, “We 
are here, Mr. Morgan, in order to organize a bank holding company, 
for the purpose of financing throughout these United States a system 
of consumer credit banks, that will lend money to the average wage 
earner throughout the American-producing colonies of this country, 
primarily on their character and earning power.” 

The Cuarrman. Were you the first bank holding company organ- 
ized in the United States ? 

Mr. Morrts. I believe so. 

Mr. Huntrineron. I wouldn’t be surprised, Senator. 

Mr. Morris. That is a nice question. I am sorry I am not authen- 
tically able to answer, with a certain amount of pride. 

Mr. Huntrveton. I doubt if any other bank holding company does 
go back to 1910. 

Mr. Morris. Well, Mr. Morgan said, “There is nothing the matter 
with that idea, young fellow. If you know what I:told Sam Unter- 
meyer on the committee investigating bank trusts in Washington, the 
other day, I told him that character was the basis of all credit, and 
IT also added to it that I didn’t expect him to understand that 
statement.” 

So we all wished him bon voyage and he told us goodby, but he 
never returned from that trip. He died abroad a year or 6 months 
after that. 

But I used that expression after that, “character is the basis of all 
credit.” We say “character, plus earning power.” 

With that $5 million, I met Mr. Stone, then head of the Associated 
Press, and he gave wide publicity to the national development—and 
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at that time, Mr. Chairman, Mr. Willard Straight of the firm of J. 
P. Morgan & Co., and Mr. Henry P. Davidson of that firm, and I 
think Mr. George Case of White and Case, the general counsel, in- 
sisted on calling the system the Morris Plan. And I objected to it. 
I said, “If you call this system the Morris Plan you are going to 
encourage individual jealousies, and you are going to limit the na- 
tionwide development of a magnificent undert: aking by damning it 
with the limitation of a single proper name.” 

And Willard Straight, said, “With all due maneet to you, you 
don’t know what you’re talking about.” He said, “We've got to have 
this thing so as to distinguish it from commerce ‘ial banking.” And 
he drew, while I was sitting there, a black diamond with white letters 
‘The Morris Plan” and that became the registered trade-mark over 
my objection. 

The CratrmMan. The business from the very beginning was more 
of a loan business than it was a banking business; wasn’t it? That 
sa weekly or monthly loan business ? 

Mr. Morris. No. At the very beginning— and if you have gone 
through the hardships I have gone through, you would see the neces- 
sity of what I am about to say. From the ve ry beginning we had to 
have a bank that would induce and solicit what amounts to deposits, 
in order to get enough money from the public with which to make the 
loans, because, as you know, from your knowledge of banking, the 
amount of invested capital is never sufficient to meet the volume of 
loans. 

The Cuarrman. You secured the money for your loans primarily 
from your deposits, plus your capital ¢ 

Mr. Morris. We called in the beginning, the first 5 or 10 years—we 
called them savings certificates, thr: ift certific ates, which were bought 
on $50 paid-up multiples. 

The Cuamman. In other words, that is where you secured your 
capital for making these long-term consumer loans? 

Mr. Morris. Not capital. We secured—we invested capital, sur- 
plus, and undivided profits. 

The Cuarrman. That is where you got your money, in making long- 
term consumer loans? 

Mr. Morris. Correct, and time-sales financing. 

The Cuarman. In comparison with the finance companies of today 
like CIT & Associates in South Bend. They borrow the money from 
the banks, and you put up their collateral 

Mr. Morris. Bond issues, yes. They didn’t do it then. It was 
hindsight, after we were well established. 

The Cuarrman. In other words, they borrow the money to make 
these long-term consumer loans. 

Mr. Morris. At first they borrowed it from banks, and they are still 
borrowing it, but a good part of their source of supply comes from 
bond i issues and other kinds of convertible issues like—— 

The Cuairman. But they still use their receivables as collateral. 

Mr. Morris. They don’t have to. For instance, I started a company 





years ago in Canada with $100,000, and in 1953 we did $76 million 


in motor-car financing, and we sold $50 million to $100 million of plain 
IO U’s in the negotiable-paper market. 





620 BANK HOLDING LEGISLATION 


The Cuarrman. Don’t they ordinarily go and establish credit with 
commercial banks and then put up as collateral under trust arrange- 
ments X amount of their peanivalaten; which is a revolving fund? 

Mr. Morris. Yes. 

The Cuarrman. You did it by deposits? 

Mr. Morris. Deposits of the public. The first year or two we had 
discount paper 

The CuarrMan. Did you pay interest on your deposits ? 

Mr. Morris. Oh, yes. 

The CHarrman. In other words. you paid interest on your time 
deposits, on both the installment deposits and the paid-up deposits, 
in $50 multiples. 

Mr. Morris. Yes. 

The Cuatrman. Let me ask you this: Prior to your going into the 
Equity Corp., did you have interests other thar what we might call 
banking, in the Morris Plan Corp. ? 

Mr. Morrts. Yes, sure. 

The Cuatrman. I mean did the Morris Plan Corp. 

Mr. Morrts. There was the Morris Plan Insurance Society, and the 
other was the finance company. And then we had a bonding company. 

The Carman. A what? 

Mr. Morris. A bonding company. And we were interested also in 
the motor-car insurance. 

The Cuareman. But you had no manufacturing—— 

Mr. Morris. I don’t think so. It was banking or the necessary ac- 
cessories. But all this conversation on all this wasteful effort here 
about diversified interests and the terrible ov erhanging difficulty 
there, is nothing in the world but a collosal exposé of the mass ignor- 
ance of people that have the audacity to talk about difficulty that they 
don’t know a blame thing about. 

Why, this whole development of consumer credit in this country, 
this whole development that I started, was predicated upon the eco- 
nomic stability that mass production couldn’t be without mass con- 
sumption ; that mass « ‘onsumption must be in order that mass produc- 
tion may be: and in order to insure mass consumption, there had to 
be mass credit ; mass credit was necessary in order to insure mass con- 
sumption; and without mass credit and without mass consumption, 
you could not insure mass production; and without mass production 
vou could not insure the continuity of the employment in this country. 

So that what has there been accomplished? Modesty forbids me to 
really tell you what I have done in this country. 

All I can say to you is that by reason of having met a lot of bankers 
that have more vision in a second than the so-called bunch of inde- 
pendent bankers have in a lifetime, that having met with some real 
financial thinkers that have some confidence in human agency, rather 
than to come before a committee with an iconoclastic prerogative to 
destroy what other people can visualize and develop—what with my 
associates in the early days I had the privilege to develop and in de- 
fense of which I have the honor of appearing before you today. 

The CHarrman. I am very much interested in your starting the 
finance company to finance international sales, because I have a ‘great 
1dea—— 

Mr. Morrts. I read your article. 
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The CHarrman. We ought to have installment selling to finance 
international sales. 

Mr. Morris. That is the only justification for taking this money 
abroad. This idea of helping people over there by giving them money 
is ruining their opportunity to help save themselves, and you pointed 
that out in a grandiloquent article at the time that the M: arshall plan 
was placed before the Senate. And if you had enough people there— 
I am surprised that Paul Hoffman, who was associated with me in 
South Bend when I organized the first exclusive finance company and 
took the Studebaker orp. from 1,600 cars a year to 166,000 cars a 
year as a result of consumer credit, in the first exclusive motor-cé 
finance company—that was one of our Morris Plan Corp. outside in- 

vestments, and that was the forerunner. My success in the Industrial 
Acceptance Corp., beginning in January 1949, and the following year 
in Canada, was the forerunner of my assistance to General Motors, 
that started the General Motors Acceptance Corp., which today does a 
business of over $3 billion per annum. 

And the installment financing, the financing of the masses in this 
country, that I began in June of 1910, has made possible the automo- 
bile industry in the world. And all the ancillary facilities that have 
become a consecutive product of time and community financing have 
made possible the economy and the standard of living in this country 
that ought to make every member of the Independent Bankers Asso- 
ciation look like a sieve with a hole in it, big enough to drive a street- 
car through, for the audacity to try to come in here and destroy what 
has taken me 50 years to build up in this country. What encourage- 
ment is there to the young men that are to come after you and me, if 
this isa a of the appreciation for what a few men of vision and 
pioneering determination have done, if a handful of men—well, we 
investigated one of these banks in, I think, Beverly Hills, Calif. And 
he said his deposits were approximately $12 million; that his bond 
account totaled $8 million; that he had just under a million dollars in 
total loans. 

Now, he was the president, I believe, at that time of this grandilo- 
quent onslaught, valtiog you to stultify your intelligence and to des- 
troy your know iediee and your experience and your faith in the future 
economy of this Nation, to pass this destructive legislation and put 
us out of business. 

Why, that isa most absurd revelation by the man himself who makes 
such ridiculous comparisons and who was attacking a movement of 
this kind. 

Now, to hurry along, after I had gotten this $5 million—it didn’t 
take us very long to find that was ins 1dequi ite, and it was shortly after 
that when it became so necessary to get money from a bank holding 
cor ne in order to develop this business. 

I don’t know what has been your experience, Mr. Chairman, but 
whenever you try to do something involving millions, you can’t go 
down to a swimming hole creek and fish for little perch. You have 
just got to go where ‘the money is. And that is the only reason in the 
world I have stuck to New York. People ask where I am from. I 
tell them I was born in North Carolina, reared and educated in Vir- 
ginia, and exist in New York. And that is about all I do is exist there. 
And if it wasn’t for the fact that I had to get extra money, all my 
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life—I am still worried over the lack of it, because I develop business 
that requires so many millions—I wouldn’t be in New York 24 hours. 
It is getting to be a hard place to live. 

Well, before I made this deal with Equity, I found that it was neces- 
sary to organize something else new, and I hope you will forgive my 
immodesty when I have to recount what I had to do. I should say 
my associates did it, because if it hadn’t been for my associates with 
whom I surrounded myself, no one man could ever get to first base. 

But one of the early criticisms of the Morris plan system—I remem- 
ber when I went to ‘Chicago to organize the first Morris plan bank 
there, I was put up against J. B. For gan who was president of the 
First National Bank, and he was considered the dean of bankers in 
Chicago. I gave him an exposition of what I called democracization 
of credit, and why I wanted to extend it all over the country. He 

said, “Yes, I have been reading a lot of the pamphlets you have been 

sending me, and you have a very brilliant idea, and I think it has tre- 
mendous potentialities, if you can find some way to insure the progres- 
sive need for capital and if you can keep your hand on the manage- 
ment of all these banks.” 

I learned from the footstool of his knowledge and experience that 
management is the real criteria of the success or failure of any busi- 

ness. But he said, “There is one point in your business that I don’t 
like.” And I said, “What is that ?’ 

He said, “You require more or less accommodation endorsers, but 
you call them comakers.” He said, “I don’t like that idea of develop- 
ing a system of credit on the character and earning power of the 
masses, that is going to be predicated on the requirement of these 
comakers.” 

I said, “That is a reasonable objection, but the statistics show”— 
and luckily I had the facts and figures with me—‘the statistics show 
that 98 percent of the people that obtained these funds pay out, with- 
out ever calling upon the comaker, and less than 2 per cent are ever 

called upon to pay under their guaranty as comakers.” 

And I said, “Any system that is imports int to be developed as this, 
that is 98 percent efficient, and assuming your criticism is 100 percent 
sound, is 2 percent inefficient, deserves your support.” 

He said, “I agree with you. I will go on the committee.” 

And, as I was going out, he said, “T will do better than that. I will 
go on as chairman of the committee.” 

As a result of that, as the result of Mr. Forgan and John S. Miller 
of Chicago, and George Reynolds, we had the outstanding men and a 
big dinner at the Blackstone, and we organized the bank. But I was 
so impressed with what he said, that I made up my mind that I was 
going to do something to protect the comaker, so I organized nearly 
thirty -odd years ago the first credit life insurance company in this 
country, known then as the Morris Plan Insurance Society. 

Now, in order to get banks other than the Morris plan, we had the 
name changed and es ‘alled it the Secur ity Bankers Life Society. That 
society insures the life for a very small premium, insures the life of 
the borrowers, so that in the event of death of the borrower, the insur- 
ance society relieves the comaker. 

As a result of that, it not only met Mr. Forgan’s point, but as a 
result of that, Tom, Dick, and Harry have never had any trouble 
getting comakers. 
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I first tried—I went to all the existing life-insurance companies, 
but those insurance companies at that time, with one notable excep- 

on, which I hate to mention, because he was a great friend of mine, 
but he belong | to the same category of independent bankers— they 

ouldn’t possibly see any safety or any practical benefit in under- 

writing Tom, Dick, and Harry, who were going to borrow money on 
so-called character and earning power. 

Well, you will be interested to know—don’t make this a part of the 
record. 

(Discussion off the record.) 

Mr. Morris. Now, you would be interested to know—now, of course 
if this bill were going to go through we would have to get out of that 
business, because that is one of the affiliate businesses. But you would 
be interested to know that as a result of my having started over 30 
years ago the Credit Life Insurance Co., primarily for installment 
transaction in this country, the New York Times, a few months ago, 
published a statistical statement that there was outstanding $20 billion 
of credit life insurance now in this country ? 

The Crarrman. Of credit insurance ? 

Mr. Morrrs. Credit insurance, on outstanding installment loans. 
And when you realize there is about $27 billion in outstanding con- 
sumer credit, it is a pity that those independent bankers associations 
haven’t been able to analyze those figures. Those figures to them are 
like the hieroglyphics on Cleopatra’s needle. 

Here one phase of it has $20 billion in credit life insurance out- 
standing, as a result of one development. The outstanding consumer 
credit loans today, as of the last report, were $27 billion. And to me 
it is a stultification for people to have to work as hard as we do, to 
maintain our daily obligations, for a man like—— 

The Cuarrman. Do you require that they take out this 

Mr. Morris. No, it isoptional. Wedon’t require anything. 

The Cuatrrman. What percentage of them do take it out? 

Mr. Morris. I would say better than 60 percent or 70 percent. We 
have made it a rule, Mr. Chairman, to have no mandate, no mandatory 
requirements in the monthly development of the Morris Plan. On the 
contrary, everything we have done we have visualized, we have 
pioneered, and we have built up to meet the necessities and the pre- 
dilections of the honest wage earners and the masses of this country. 

We have on file now in one bank in New York a million names, 
and all the banks in New York phone us, “What can you tell us about 
so and so?” And we’ve got the record. And we also call them. We 
have actually loaned as much as a million dollars to a competitive 
concern in which we didn’t have a nickel of interest in it, right after 
the bank holiday, because we didn’t think it was to the interest of a 
mass public that we were serving, to let that bank go by the board. We 
loaned them a million dollars, took their receivables as collateral, and 
helped them liquidate it and never charged them anything but the 
ordinary interest. 

Now, in addition to the interest in the life-insurance company which 
I have described, the Morris Plan Corp. controls a company known 
as the National Industrial Credit Corp. This corporation, through 
subsidiaries, services a time-sales plan for banks, and furnishes the 
liability and property damage insurance, without which the time-sales 
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plan could not effectively function. ‘These services were devices set up 
»y me for the sole purpose of providing media through which banks, 
operating in the consumer credit field, may suce essfully compete locally 
with finance companies. Our affiliated insurance companies write gen- 
eral fire and casualty lines by way of offsetting the excessive loss ratios 
which are customary in comprehensive automobile cover age. 

We have to do some general insurance, because the losses in auto- 
mobile insurance are so terrific that we go into general insurance, where 
the loss ratio is less in order to enable us to car ry it. 

[I would like to emphasize the fact that the bank time sales service 
we are operating, and the insurance facilities which supplement. it, 
enable banks in the communities where constituent banks are located, 
to compete with finance companies, which heretofore have had a high 
monopoly on this type of transaction. Our insurance companies, of 
course, are an integral part of the plan, for the simple reason that you 

can’t get outside i insurance to cover it. 

Now, as a result of our development, banks—most of them we don’t 
have a dollar’s interest in, banks in which we are not financially in- 
terested—I think we have 170 banks in 14 different States that we serve 
in this capacity. Over 60 percent now of the motor-car financing is 
being done by banks as a result of our contribution to show banks how 
to doit. It is perfectly ridiculous for the public to have to pay these 
high-finance rates to finance companies, when they can go to a bank 
and finance new cars at 4 or 5 percent, at almost the same discount, 
and finance used cars at 5 or 6 percent, or jalopies at maybe 6 or 7 
percent. Finance companies charge whatever they can get. 

Shall we go out of that business because a handful of small “puerile” 
bankers come in and say we are doing something dishonest, that we are 
doing something that they can’t name, that we are doing something 
they can’t prove? We are not living in Russia. We are living in a 
democracy. We are before the greatest democratic Senate in the 
world. How can people come in here and make complaints about 
something for a private and personal monopoly, and make charges 
against people that have done what we have done in 50 years “of 
pioneering ¢ 

In cone Tusion. let me say to you, Mr. Chairman, that if you will for- 
give my immodesty, I have started in this country a system of con- 
sumer credit that has created not alone the democracization of credit, 
but has created approximately a hundred million dollars more of 
credit among the honest wage earners and the honest people of this 
country. We have done that, may it please this committee, at a credit 
loss of less than a quarter of 1 percent. 

There isn’t any system of banking in America that can match such 
a record for losses. We have had millions and millions of people, little 
people, people that would have starved, would have committed sui- 
cide—and if I had the time I could bring you authentic information 
of the hundreds of people we have kept from suicide for what we have 
done. We have done that, and millions of people have been able to 
help themselves. We have made an economy in this country; this 
whole Nation now is installment-minded. 

I'll never forget a man in Chicago once told me, “A. J., you are 
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either the greatest fellow I ever met, or you have started more con- 
founded trouble among the masses than any human being I have ever 
known.” Now, be that as it may, posterity will answer that question, 
but the simultaneous history of this Nation today is that we have a 
standard of living that no Nation in the world can compare with, and 
it is entirely due to the fact that million and millions of people every 
day are enjoying the democracization of credit. They are buying the 
things they need out of income and not out of prine ipal, and if there 
is anything in this world that will stem the tide of communism it is 
for the parliamentary authorities of this Nation to recognize what 
we are doing for the masses of America, and not permit any kind of 
legislation that will amount to destruction. 

If it needs any kind of reasonable regulation, Colonel Huntington 
has pointed out a method of adopting it. But under no circum- 
stances do I believe there is a living soul within the sound of my voice 
here, or within the whole economy of this Nation, that will lend his 
hand to destroy what has taken us 50 years to build up. 

I thank you. 

The Cuarrman. Thank you, Mr. Morris. 

Now, I want to say this: I have been saying this for many, many 
years, and 1 want to again repeat it, that the thing that has given 
us our great production in America has been our banking system, our 
ability to sell on long installment plans. You have been one of the 
pioneers in that, and I want to pay great tribute, as I have from time 
to time, to not only yourself, but all other bankers and all finance com- 
panies and ever ybody else that has had anything to do with making 
it possible for the other fellow to buy on the installment basis. As big 
as we are today, if we had tomorrow to go on a cash basis we would get 
awfully small in a short period of time. 

I am working now, and this committee is working now, on ways 
and means of financing international trade on the installment basis. 
We are working now on ways and means of financing business in the 
so-called backward countries—that is, business among themselves, 
on the installment basis. 

Mr. Morris. I am hopeful you will invite me in on it. 

The CrarrMan. It is the answer to this trade increase we are talk- 
ing about all the time. It isn’t tariffs, it isn’t anything except one 
thing: credit, and terms and installments. I congratulate you and I 
congratulate the independent bankers, the little bankers, the big 
bankers, all of you. You should be complimented. 

Nobody has any desire or any intention, even the independent bank: 
ers, of in any way slowing down this ability that we have in the United 
States to finance on long terms. If we can find some way now to do 
it, internationally, between nations, as successfully as we have done 
it domestically in the United States, we will solve our problems in the 
world, or we will go a long way toward solving them. We will never 
solve them, in my opinion, with guns and ammunition. We will solve 
them through trade. 

Mr. Morris. I will be glad to lend my knowledge and experience 
for your consideration. 

The Cuatrman. Thank you. 

(The prepared statement of Mr. Morris follows :) 
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STATEMENT oF ARTHUR J. Morris, FounprerR oF THE Morris PLAN SYSTEM AND 
CHAIRMAN OF THE Boarp or Directors or THe Morrts PLAN Corp. OF AMERICA 


My name is Arthur J. Morris, and I am chairman of the board of the Morris 
Plan Corp. of America and the founder of the Morris plan. 

I wish to record my vigorous opposition to the enactment of S. 1118. 

I. wish also to record the fact that the representatives of the Morris Plan 
Corp. who are appearing here are doing so without prior consultation with 
any person, group, or agency in anywise interested in this legislation. We 
understand that many discussions had been had during the past few years, 
among representatives of bank holding companies and between such repre- 
sentatives and Government agency officials. We have never been invited to 
attend, nor have we attended, any of these meetings. For the reason therefore 
that we have had no other forum in which to express our views on bank holding 
company legislation, we have attempted, in the past—and will again endeavor— 
to present these views in detail to this committee. 


SPONSORS OF BILL AND THEIR PROPOSALS 


The proponents of this measure, as I have been given to understand, are a 
group of bankers who have joined forces around an organization or organizations 
labeled “Independent Bankers Association of America” or having substantially 
similar titles. 

This group has for years been sponsoring legislative proposals similar to those 
embodied in 8. 1118. These proposals have, in the past, been unrealistic, unwar- 
ranted and oppressive just as are the provisions of the bill they are now advocat- 
ing. I would be doing less than my public duty if I did not appear here to oppose, 
as strenuously as I have opposed their former efforts, what these people are now 
attempting to do. 

STATE AUTHOKITY SHOULD NOT WEAKENED 


This bill is thoroughly bad in so many particulars that it is difficult to enum- 
erate all its faults and dangers. One of the things it does, as has heen true 
of prior measures supported by these “independent bankers,” is to undermine 
State authority. 

I do not believe the people of this country want State authority weakened 
in any particular. One of the things which last November’s election indicated, 
it seems to me, was that a majority of us are afraid of the sprawling Federal 
bureaucracy we have created. We want its activities curtailed—not enlarged. 
We want as many functions of government as possible returned to the States, 
where we will be aware of what is being done—not left in Washington, re- 
moved from the scrutiny of the taxpavers. There should be no need—in any 
reasonable regulatory measure—to enhance the Federal agency power as is 
contemplated in this bill in its attempt to usurp the power of the States to 
determine the conditions under which ontside corporations may enter and in 
its clear intent to weaken our dual banking system. 


OTHER BAD FEATURES OF BILL 


There are, of course, other features of this bill which are as obnoxious as its 
attack on States rights. I refer to the hardship it might impose on minority 
owners of bank stocks—hboth corporate and individual: the resulting limitations 
on our smaller banks in reaching sources of new capital: its attempt to assign 
bank holding company responsibility to “individuals” who may be working to- 
gether for the general good of some bank in which they may be interested: 
its “class” character, emphasized by its discrimination against corporate bank 
stockowners and its special, favorable treatment of mutual savings banks and 
labor organizations; its disregard of the preemptive and other statutory rights 
of stockholders: the duplication of liability and supervision it would bring 
about; and the many other things which are elaborated upon in the opposing 
statement of Ellery C. Huntington, Jr., president of the Morris Plan Corp. of 
America. 

I approve wholeheartedly the position taken by Mr. Huntington and I support 
his objection to this bill. 
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TREATMENT OF SMALL BANKS AND DEATH PENALTY PHILOSOPHY 
PARTICULARLY OBNOXIOUS 


I will limit my own criticism of this measure to two of its features which I 
find especially repugnant. These are the bill’s utter disdain of small banks, and 
their requirements (amply evidenced by the bill’s provisions which would 
eliminate both corporate investors and nationwide markets) and its ruthless 
treatment of interests which are vaguely referred to as “nonbanking in- 
vestments.” 

These subjects are somewhat related. Both involve questions of philo 
sophical approach to which I have given a lifetime of thought. Both touch 
upon principles of banking conduct and service which are close to my heart. 

The death sentence of this bill (sec. 6), in effect, provides that owners of bank 
stocks who are assigned bank holding company liability under the bill must, 
within 2 years, dispose of all the investments and businesses they possess, other 
than their investments in banks and in what is termed related businesses. 

The bill does not provide for an alternative but it is obvious that any in- 
vestor who values his other interests more than his bank holdings must liquidate 
the latter. This is a consequence of the bill which evidently did not occur to 
these “independent bankers” when they drafted it, but it might be the only 
solution for some of us at whom the measure is directed. 


MISTAKEN VIEW OF DEATH SENTENCE 


The people who are supporting this bill would like you to believe that they 
are asking for a segregation of assets and that this will be a simple matter. 
Actually, they are not proposing segregation but enforced liquidation—and this 
is a serious matter. 

I would like to tell you of some of the hardships and injustices which might 
be inflicted on our companies if any such philosophy as that embodied in 
S. 1118 were enacted into law. I refer not only to the Morris Plan Corp. but 
also to the many banks it has brought into existence. I also have in mind the 
serious impact the bill will have on the services and facilities of these institu- 
tions which, for decades, we have been making available to hundreds of thou- 
sands of worthy individuals. 


HISTORY OF DEVELOPMENT OF MORRIS PLAN 


To make clear the points I have in mind, I must give you some historical data. 
I began the first Morris plan bank in 1910 in Norfolk, Va., with $20,000 capital 
for the sole purpose of making a start in the democratization of credit. By this 
I mean the making of loans to the individual who had no security to offer for 
bank credit. I was not long in discovering the fact that more than 80 percent of 
the American public had no access to credit of any kind except as they resorted 
to loan sharks or charitable institutions. 

After I had operated the first Morris plan bank 14 months, I was sufficiently 
encouraged to undertake the organization of a second Morris plan bank in 
Atlanta, Ga.—a city which was then infested with loan sharks. Both of these 
banks were successful from their beginning and demonstrated the fact that you 
could extend credit in modest sums to honest wageearners with no security other 
than their character and earning power. 

This principle having been demonstrated to be safe in operation and reason- 
ably profitable to capital employed, I organized four other banks in order to test 
the plan in different localities—north, south, east, and west. 





SOURCE OF SMALL BANK CAPITAL 


The progress of these six banks enlisted public attention throughout the coun- 
try. I was overwhelmed with requests for Morris plan banks in cities through- 
out the United States. I found I could not meet the demand for these facilities 
except by organizing a bank holding company through which to insure the capital 
and provide some form of installation and supervision service. 

I thereupon organized a small holding company in Norfolk, Va., with $500,000 
capital. In less than a year I found this capital to be inadequate. I then came 
to New York and presented the problem, and our experience, to some of the best 
financial minds in the metropolis. These men and I organized a company of 
$5 million capital. This was the predecessor of the present holding company, 
the Morris Plan Corporation of America. 





628 BANK HOLDING LEGISLATION 


Subsequent to this, and in order to provide the facilities for implementing the 
principle of democratizing credit for the average man on the street, it became 
necessary to organize the Morris Plan Corporation with a very much enlarged 
capital structure. 

All of the foregoing was made necessary because I learned from bitter experi- 
ence that it was almost impossible for small, local banks to obtain the necessary 
additional capital to meet their growing requirements, without the assistance 
of some larger, closely associated entity which would be responsible for furnish- 
ing to them capital funds as required. 

As a result of the demonstrated success of the principles underlying the Morris 
plan, and after banks in general had begun to realize the importance of these 
facilities to the mass of American people, commercial banks all over the country 
began to emulate the Morris plan system by opening personal loan and consumer 
credit departments. Notwithstanding the increase in consumer credit facilities, 
the people for whom the Morris plan was originally undertaken have continued 
to prefer their own industrial and consumer credit banks. This fact is demon- 
strated by the growing volume of business of Morris plan banks and other similar 
institutions that have been successfully developed throughout the country. 


NONBANKING ACTIVITIES OF MORRIS PLAN 


It soon became apparent, as the Morris plan grew larger and larger, that it 
was essential to provide some protection to the comakers required under the 
system. In fact, from the early days of the Morris plan development, leading 
bank authorities raised one criticism; that while the loans were made primarily 
to the American wage earner, predicated upon his character and earning power, 
the system provided for one or more endorsers in the form of comakers and 
that this procedure necessitated the protection of such comakers. 

A study of this problem finally led to my organization of the first credit-life 
insurance company in this country, which was then called the Morris Plan 
Insurance Society and is now known as the Bankers Security Life Insurance 
Society. Initially, I tried to get existing insurance companies to undertake this 
protection, but they could not be persuaded to enter such a new field of under- 
writing. As a result, our insurance society was organized and developed by 
the Morris Plan Corporation of America. The life-insurance protection afforded 
by this insurance society enabled worthy borrowers to obtain comakers because, 
in the event of the death of the borrower, the insurance protection liquidated the 
debt and safeguarded the comakers as well as the estate of the borrower. 

Without the intervention of the Morris Plan Insurance Society, there is no 
question but what the development of consumer credit in this country would 
have been materially impaired. And without the holding company, it would 
have been impossible to have organized and developed this protective insurance 
service. 

In addition to its interest in the life insurance company which I have described, 
the Morris Plan Corp. controls a company known as “National Industrial Credit 
Corp.” This corporation, through subsidiaries, services a time sales finance 
plan for banks and furnishes the liabilitv and property damage insurance without 
which the time-sales plan could not effectively function. These services were 
devised for the sole purpose of providing media through which banks, operating 
in the consumer credit field, may successfully compete, locally, with finance 
companies. Our affiliated insurance companies write general fire and casualty 
lines by way of offsetting the excessive loss ratios which are customary in 
comprehensive automobile coverage. 

I would like to emphasize the fact that the bank time sales service we are 
operating, and the insurance facilities which supplement it, enable banks—in 
the communities where constituent banks are located—to compete with the fi- 
nance companies which heretofore have had a high-rate monopoly on this type of 
transaction. Our insurance companies are, of course, an integral part of the 
plan for the simple and obvious reason that outside coverage is difficult to retain 
due to the loss experience with respect to the type of risk involved. 

Our bank service plan is open to any bank—subject to franchise limitations. 
We are now serving some 170 bank offices in 14 different States. Most of these 
offices are those of banks in which we have no financial interest of any kind. 
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SUPERVISION OF SERVICE ACTIVITIES 


All of the operations I have mentioned—and all our intercompany dealings— 
are, of course, subject to rigid supervision. The banks with which we deal 
are supervised by Fedcral and State banking authorities; our insurance com- 
panies are regulated by State insurance departments; and the activities of all 
our other companies are rigidly controlled under the Investment Company Act 
of 1940. 

These are the operations which the “indepndent bankers” would now like to 
have you tell us we must abandon because, in some way or other, they are ¢ 
threat to bank investments. The best answer to this kind of nonsense is ¢ 
plain statement of facts. 


” 


a 


BANK SERVICES SHAPED TO CUSTOMER REQUIREMENTS 


These enterprises were devised for the purpose of extending and protecting 
the many services our banks are constantly attempting to make available to 
our customers. The little people of our American communities were not getting 
much attention from the big banks at the time we began our Morris plan de- 
velopment. 

I was determined that the would get attention from us; and I have insisted 
from the outset that we do everything we can to keep pace with the requirements 
of the public. 

And by and large, we are doing just that. Our tiny institution in the city 
of New York, for example, beset as it is with competition from the largest 
banks in the country, maintains something more than 1 million current credit 
files. These are all files of honest little people of the world, as is indicated by 
the fact that our average loan to them last year was less than $1,000 and that 
on these loans they paid us back so faithfully that we were able to preserve 
our loss ratio record of about one-fourth of 1 percent. 


THE INDEPENDENT BANKERS’ POSITION ON “BANK SERVICES” 


Now I can well understand why it is that the “independent bankers” are try- 
ing to convince you that most of these things we are doing are dangerous and 
wrong. I understand this because—following one of your prior hearings at 
which their representatives had been urging more or less the same type of 
legislation they are now sponsoring, I looked into the activities of one of them. 
I selected this representative because he was then the president of the associa- 
tion. 

What I discovered about this important official may explain the apparently 
maniacal compulsion he and his “independent banker” coconspirators have for 
the destruction of legitimate banks. 

If the institution run by this estimable gentleman is typical of those of other 
members of his group, none of them are in the banking business at all and can 
have no concept of the responsibilities of a wideawake, public-spirited, modern 
bank. 

This ex-president of the association which is trying so desperately to get you 
to put us out of business, once wrote an article about his operations, which, 
because of my interest in him, I have preserved. He made three significant 
statements in this article: First, that his deposits were approximately $12 
million; second, that his bond account totaled $8 million; and, third, that he had 
“just under a million dollars in total loans.” 

The man of whom I am speaking, was then conducting his business in a 
splendid-looking, well-located building in one of our large, fast-growing metro- 
politan areas. But he was not giving banking services to his community. He 
was either running a “warehouse” for Government securities or acting as a 
bond trader for unsuspecting customers—in either case, as can be surmised, 
with riskless benefit to himself. 

I do not personally know the individual of whom I am speaking and I regret 
the necessity of referring to his business as he has described it. Sut over the 
years, I have grown tired of the attacks which he and his associates have 
leveled against those of us who believe that good banking requires a willing- 
ness to meet the needs and demands of the public. 
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THE OBJECTIVE OF THE “INDEPENDENT BANKERS” 


What I have said about a former official of the Independent Bankers Associa- 
tion seems to be equally true of other members of that organization. We have 
examined into the operations of five institutions with which are connected certain 
of the representatives of the independents who appear to be their chief spokes- 
men. We are not able to get too much information about the banks in question 
for they publish few detailed statistics. This is quite the reverse of our own 
situation, I might add, since columinous data concerning all our investments are 
always on file with the Securities and Exchange Commission. 

Despite the paucity of available information about these independent banks, 
we discovered two things: First, that the average of their loan volume was less 
than one-third of that for our own banks. This indicated—as had been true of 
their ex-president—that these independent bankers were rendering less than 
full service to their communities and that they would be vulnerable to aggres- 
sive competition. 

The second thing we learned was that, since 1944, their gowth had been only 
a fraction of that of our Morris Plan institutions. We wanted to compare our 
earning records but this was impossible due to the fact that their figures are 
not, evidently, a matter of public record. We found enough, however, to con- 
vince us that these people have been “sitting on their hands” while other banks, 
including our own, have been hustling to develop business. For banks, as a whole, 
have grown tremendously, during the period I have mentioned, due to our great 
increase in population and to the shifts which have occurred as a result of 
business dispersion and living changes induced by war and technological 
improvements. 

All of this I found most illuminating. It explained what I had heretofore 
suspected, namely: The independent bankers have been attempting to persuade 
the Congress to destroy bank-holding companies as a painless way of killing off 
potential competition. They evidently want to continue to sit on their hands, 
and they hope the Congress will make this possible. If they expended half the 
time and energy running thier businesses which they have devoted to attacking 
bank-holding companies they would be able to meet competition in the field— 
where it can and should be met—rather than in a committee hearing room. That, 
at least, is the philosophy we pursue in the operation of our banks—and they 
face the biggest and most relentless institutions in the entire United States. 


COMPARATIVE STANDARDS OF EFFICIENCY AND MORALITY 


The final things I would like to say about the independent bankers and their 
legislative theories is this: 

The very language of the measure they have devised and the testimony they 
have given in its Support, indicate a conviction that there are some magic 
qualities and characteristics to be found in their bank managements which are 
lacking in the managements of bank-holding companies and the institutions they 
control. These shortages, they feel, will be overcome by straight-jacket regula- 
tion and the assignment to the Federal Reserve Board of wide and arbitrary 
discretion. 

My answer to these unwarranted assumptions is that our Morris plan man- 
agements have been in existence much longer than many of the independents. 
Our record of service and efficiency during this period speaks for itself. On 
the whole we have done our fair share in meeting the requirements of the 
communities in which we have been doing business and still have shown a 
growth and investment return which will compare favorably with the average 
for other banks. We have survived bad times without having had to run to 
Washington for financial aid, and no bank we control has ever closed its doors— 
an experience which has not been common to all other banks, including Fed- 
eral Reserve members. 

Our record of honesty is at least as good as that of efficiency. We have been 
the victims of embezzlement—as have most of our competitors—but the integ- 
rity of our top managements—of our banks and the Morris Plan Corp. alike— 
has never been questioned. Although we are supervised by several authorities 
and our transactions are subject to closest scrutiny, we have not been accused 
of dishonesty or unconscionable dealing. 

We are much more regulated than the independents—much more restricted 
in our spheres of action. I see no objection to this—for I believe in the 
principles of full disclosure and limitation of “insider” dealing. These are the 
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ases of the limitations to which we are subject and it would be wholesome, 
I am convinced, if they were made applicable to independent as well as cor- 
porate managements, as we are elsewhere suggesting. 


CONCLUSION 

In closing, permit me to say this to the members of this committee: Our 
anks and their operations have been designed to meet the requirements of 
consumers. Over the nearly 50 years which have elapsed since we made our 
rst personal loan and financed our first time-sales contract, outstanding con- 
sumer credit has grown in volume until, today, it is an indispensable prop to 
our dynamic economy. This development would never have taken place but 
for the vision and the courage of men in the banking industry who were willing 
to shape their policies and their prodecures to the necessities and predilections 
of the masses. 

I am proud of the fact that the Morris Plan 7? and the banks it owns, 
and the supplemental services it has organized, have been able to contribute 
to this development. We have endeavored to be legally and ethically correct 
n all that we have done. We have maintained ourselves and the underlying 
banks and otber businesses for which we are responsible through good times 
and bad—even during the dark days of the “bank holiday” when the doors of 
powerful neighbors, including some under Federal agency supervision, were 
closed. 

We ask no special favors. We are regulated and have no fear of regulations 
but we resist—and will continue to resist—destruction. 

Gentlemen, the measure before you is dangerous, impractical, authoritarian. 
It is designed to serve special interests. It is false to the traditions of initi- 
ative and risk taking to which American enterprise is dedicated. 

In the name of commonsense and the democratic processes in which we all 
believe, I urge the rejection of this philosophical monstrosity. 

The CuatrmMan. The next witness will be Mr. Walter E. Burtelow 
of the General Contract Corp. 

Mr. Burtelow, you have a long statement here. Do you want to 
read it or place it in the record and talk extempor: aneously / 2 

Mr. Burrevow. I would like to read it and place it in the record. 
And I would like to conserve time by doing it expeditiously. 

The Cuarrman. Do you think you can read it that soon’ 

Mr. Burretow. I think I will. 

The Cuamman. Without objection your statement will be placed 
in the record as prepared, as will each word you utter be placed in 
the record. 


STATEMENT OF WALTER E. BURTELOW, EXECUTIVE VICE PRESI- 
DENT OF GENERAL CONTRACT CORP. AND BANK OF ST. LOUIS, 
ST. LOUIS, MO. 


Mr. Burretow. Mr. Chairman, my name is Walter E. Burtelow and 
I am executive president of the General Contract Corp., and of Bank 
of St. Louis, both of St. Louis, Mo. I have been associated with these 
companies or their predecessors since September 1925. 

At the outset I wish to make it clear that General Contract Corp. 
is opposed in principle to all of the bills now pending before this 
committee relating to the regulation of bank-holding companies. In 
addition, we oppose any form of legislation which would require 
bank-holding companies to divest the mselves of so-called nonbanking 
assets. 

We firmly believe that no evidence has been, or can be shown to this 
committee which will justify such drastic legislation. 
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We are not opposed in principle to reasonable regulation, but we be- 
lieve that legislation presently in effect is adequate and that nothing 
further is needed. 

[ shall explain our position more fully later on in this statement, but 
before doing that I am forced to take notice of the fact that specific 
reference was made in previous testimony before this committee re- 
garding the activities of General Contract Corp. 

Inasmuch as such testimony was largely inaccurate and seriously 
misleading, I feel compelled to answer it in detail. Accordingly, my 
statement will be somewhat longer than would otherwise be the case. 

I wish to apologize for the extra length of testimony which has 
thus been forced upon me. 

In view of what was said about General Contract Corp. in previous 
testimony, I shall begin with a brief résumé of the history of the com- 
pany from its inception. 

On January 2, 1913, Industrial Loan Co. was organized with a paid- 
in capital of $200,000, the first organization in St. Louis to operate 
under the Morris plan, which Mr. Morris mentioned. 

The founders contemplated an institution where individuals there- 
tofore denied credit, could borrow money. They could also save 
money at good rates of interest. In the original operations, loans 
were only made when secured by two comakers. I wish I had the time 
to elaborate and describe all of the worthwhile purposes for which 
money was borrowed by thousands of individuals and small-business 
firms. 

In our earlier days we were referred to as “the poor man’s bank.” 
Often now we are reminded by some of our customers of how we 
helped them get started in businesses that now represent successful 
industries in our community. 

Many people still refer to us as the Industrial Loan Co., after 
10 years in business. We have customers who borrow from us each 
year and have done so for many years. Recently I personally looked 
at an application from a schoolteacher who has made 36 loans over a 
period of 36 years for the purpose of summer vacations, postgraduate 
courses, and other things. 

Early in 1917, the natural adjunct of the personal-loan business, 
which is financing of installment paper, was begun by financing the 
purchase of automobiles for individuals. A year later similar paper 
was purchased arising from the sale of appliances and other mer- 
chandise. 

Our institution was quite active in making collateral loans to pur- 
chase Liberty bonds during the First World War. 

In the year 1918, the Studebaker Corp. requested us to finance their 
dealers located in St. Louis, Memphis, and Little Rock. They felt we 
had the know-how of handling installment paper and this was the 
beginning of our acquiring out-State finance paper. There is very 
little difference in financing paper directly with the individual or for 
the individual through a dealer. 

In its natural evolution, Industrial Loan Co. came to be carrying 
on more and more a banking business, and in 1923 the Industrial Sav- 
ings Trust Co. was organized under a State charter and became the 
parent company. 
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Consumer banking as evolved now embraces the functions of com 
mercial banking but more particularly includes the making of per- 
sonal installment loans and the financing of the time sales of automo- 
biles, refrigerators, farm implements, air-conditioning equipment, 
furniture, and other consumer and industrial goods. 

In October of 1929, we acquired the portfolio of the Kirkpatrick 
Finance Co. of St. Louis, which operated in the southern part of Mis- 
souri and northern Arkansas. This business was referred to us by the 
bank from whom Kirkpatrick was borrowing funds. 

During this same year, we acquired the portfolio of the Southern 
Loan Co. at Memphis, not as a matter of expansion but as a necessity 
to protect our investment, since we were making loans to said com- 
pany on a collateral basis. Since there was a demand for personal 
loans in Memphis, we continued the office. 

The General Contract Purchase Corp. was owned by the Morris 
Plan Corp. of America. It had an agreement with the General Electric 
Co. to finance dealers handling General Electric appliances. Because 
of our close friendship with the Morris Plan Corp. of America, we 
were given the opportunity to purchase General Contract Purchase 
( or ’s portfolio of finance paper it had secured from dealers in the 

. Louis and Memphis territories. 

"The acquisition of this portfolio was contingent upon our organi- 
zing the General Contract Purchase Corp. of Missouri, due to the 
trade value of the name and also to retain the relationship with Gen- 
eral Electric Co. This company was organized in 1930. 

Most of this paper emanated from ‘dealers who could better be 
served from local service points. As a result of this acquisition, we 
opened our branch in Memphis and consolidated this oflice with South- 
ern Loan Co.’s office. 

During the banking holidays of 1933, to the best of my knowledge, 
we were one of the first banks given permission to reopen. 

In 1934, the name of the parent company was changed from In- 
dustrial Sav ings Trust Co. to the Industrial Bank & Trust Co. This 
was the beginning of our commercial bank activities. 

In May of 1937 37, we organized the General Contract Purchase Corp. 
of Arkansas. This was done to comply with the wishes of the 
Arkansas State Banking Department since our finance and loan busi- 
ness was under their supervision. 

This same year, the General Contract Purchase Corp. of Missouri, 
opened an office at Springfield, Il, for the purpose of handling Gen- 
eral Electric dealers in that trade territory, together with other auto- 
mobile and appliance dealers. In May of 1939, we opened an office 
at Jackson, Miss., for the same purpose. 

Also in 1939, we organized the Industrial Credit Corp. for the 
purpose of organizing or acquiring a fire and marine insurance com- 
pany to handle insurance business ‘of the bank, emanat ing from auto- 
mobile finance paper and FHA mortgage insurance loans. 

Industrial Credit Corp. was also organized for the purpose of 
carrying on the service popularized under title I of the National 
Housing Act, known as F MHA improvement loans, because there was 
some concern whether or not this act would be extended and our expe- 
rience was very satisfactory up to this time. 
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Our institution was very active in the making of FHA improve- 
ment loans and led all single unit banks in the United States from the 
start in both number and amount. Because of lack of interest on the 
part of other banks, we were requested by FHA authorities to service 
loans as far away as Texas and Florida. 

The common stock of Industrial Credit Corp. was owned by In- 
dustrial Bank & Trust Co. and the preferred stock was sold to the 
public. 

The Cuarrman. May I ask you a question there? It has a bearing 
not so much on this but on the housing bill, or FHA. 

You say you financed a lot of title I loans? 

Mr. Burretow. Yes, sir. 

The Cuamman. You are still financing a lot of them? 

Mr. Burrevow. Yes, sir. 

The Caarman. You finance them all over the United States? 

Mr. Burrevow. In St. Louis. 

The Cuamman. How far away do you go? 

Mr. Burretow. We operate in 13 spots. We have branches in New 
Orleans, Little Rock, and Springfield, 11. Our concentration of loans 
are required around St. Louis. At the outset we complied with FHA’s 
wishes. We found it is impossible to render the collection services at 
these faraway points. But our experience today in the loss ratio, I 
would say, has been most favorable. 

The Carman. But you just finance around your immediate area? 

Mr. Burretow. Yes, sir. Our branch offices of our holding com- 
pany, finance company. 

In 1940, many insurance companies were having difficulties on auto- 
mobile coverage because of low rates. In order for us to remain in the 
automobile retail finance business and to be competitive with the na- 
tional finance companies, which likewise were compelled to organize 
or acquire insurance companies, we organized Washington Fire & 
Marine Insurance Co. This company was wholly owned by Industrial 
Credit Corp. 

In June of 1941, we acquired the Commerical & Industrial Bank of 
Memphis, which was operating as a Morris Plan bank. This bank was 
founded in the same year as Industrial Loan Co., 1913. The founder 
died in 1940 and the widow consulted with other Memphis banks as 
to the disposition of her stock and the assets of the bank. 

The local banks were not interested and she was referred to us by 
two of the largest banks in Memphis, since they were well acquainted 
with our operations in Memphis and St. Louis. Her advisers felt she 
would be given fair treatment. There was no exchange of stock and 
the purchase was made for cash. 

At the time of purchase, deposits were $1 million and they now 
amount to nearly $14 million. ‘This could not be accomplished unless 
the bank were rendering satisfactory service in the community. 

In November 1945, we acquired 7414 percent of the stock of the 
Illinois State Bank, which was paid for in cash. It might be of 
interest to this committee to know that the profits plus the increase in 
reserve for losses, in this bank, from the date of purchase to December 
1953 amounted to roundly $1,030,000. 

During this period, the bank only paid out $171,000 in dividends, of 
which slightly less than $140,000 was received by General Contract 
Corp., the remainder going to minority stockholders. 
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Certainly this is a conservative dividend policy. Deposits at thi 
bank have ‘only increased from $16 million to $19 million since date 
of acquisition; however, the capital account of the bank has more 
than doubled. 

In June 1946, we organized Industrial Bancshares Corp. This 
became the parent company of the banks, Industrial Credit Corp. and 
all of their subsidiaries and affiliates. The name Industrial Banc- 
hares Corp. was changed to General Contract Corp. in 1950, which is 
our present corporate name. 

In July 1947, we were offered Teeth interest in the North 
western Bank & Trust Co. of St. Louis.. Ejighty-nine and seven- 
tenth percent of the capital ‘a k was acquired in exchange for 
Industrial Bancshares stock on basis of 31 , shares of Industrial Banc- 
shares stock for 1 share of Northwestern stock. On July 31, 1947, the 
bid price for Industrial Bancshares stock was $17 per share or $55.25 
for 314 shares. 

On the same day the bid price for Northwe stern stock was $45 per 
share and its book value was approximately $49.77 per share. 

This means that any person who exchanged his Northwestern Ban 
stock for our stock received in the exchange, for each share of hi 
Northwestern Bank stock, stock worth approximately $10.25 more on 
the open market than his Northwestern Bank stock and furthermore 
the stock he received for each share of his Northwestern Bank stock 
was worth approximately $5.50 more on the open market than the 
book value of his Northwestern stock. 

I am giving you these details because of a particular reference made 
to this transaction in previous testimony. 

In October 1948, we acquired 635 percent of the capital stock of 
the Baden Bank of St. rae for cash. This stock was owned by 
the Morris Plan Corp. of America, which I previously referred to 
and under whose plan we ’ eclgtiate operated. Because of this close 
relationship, we were offered the first opportunity to acquire this 
bank when the Morris Plan Corp. was no longer interested in its 
development. In December 1949, we acquired the Jefferson-Gravois 
Bank of St. Louis in an exchange of Industrial Bancshares stock on 
the basis of 3.1 shares of Bancshares stock for 1 share of Jefferson- 
Gravois stock. Ninety-six ee of the stock was obtained by us in 
this exchange, so apparently the former stockholders were very happy 
with our offer. The book value of Jefferson-Gravois Bank stock on 
December 31, 1949, was $55.79 per share and its bid price on said date 
was $34. Industrial Bancshares bid price on the same day was $21.50 
per share or $66.65 for 3.1 shares. This means that any person who 
exchanged his Jefferson-Gravois Bank stock for our stock received 
in exchange for each share of his Jefferson-Gravois Bank stock, stock 
worth approximately $32.65 more on the open market than his Jeffer- 
son-Gravois Bank stock. This was almost double the market value 
of his Jefferson-Gravois Bank stock and furthermore the stock he 
received for each share of his Jefferson-Gravois Bank stock was 
worth approximately $10.86 more on the open market than the book 

value of his Jefferson-Gravois Bank stock. 

The fact that we used a figure near the market value of our hold- 
ing company’s stock rather than using the lower book v: alue figure of 
our stock did not alter the fact that the exchange in each case was a 
most profitable one to the bank stockholder 
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In bank stocks, as in stocks of most. other corporations, the most 
important factors are market price and dividend policy rather than 
book value or asset value. 

For instance, many industrial stocks sell at market prices substan- 
tially below their book value. The fact that the stock of our General 
Contract Corp. has consistently sold at more than book value is a 
tribute to our earning and dividend record and to the faith which the 
investing public has had in the soundness of our management policies. 

I am inclined to think that the shareholders of both of the banks 
mentioned have been satisfied with their bargain because very little of 
our stock received by them in the exchanges has been sold in the 
intervening years. I am at a loss to understand where the chairman 
of the Committee of Legislation of the Independent Banker’s Asso- 
ciation of America, in his testimony before this committee on June 
11, 1953, could have obtained the figures which led him to state 
under examination by Senator Bricker that the stockholders of the 
two banks referred to got back only about 50 percent of the value of 
their bank stock. 

My simple arithmetic leads to the conclusion that the stockholders 
of these banks received in each instance something which they could 
immediately market, if they so desired, for a price ‘far in excess of the 
current market value of their bank stock and substantially in excess 
even of the book value of their bank stock. 

Even more striking is the fact that most of these former bank stock- 
holders have not even taken advantage of the profit possibilities of 
selling the stock of our company but have shown sufficient confidence 
in us to hold on to the stock; in fact, many have even bought more. 

This would not seem to be the expected course of conduct of people 
who had been cheated by unscrupulous manipulators. 

It appears that the witness was shedding tears for former bank 
stockholders who view the entire situation with dry-eyed contentment. 

In September 1952 we acquired 99 percent of the stock of Securities 
Investment Co. of St. Louis in exchange for stock of General Contract 
Corp. Several out-of-State companies were interested in this acqui- 
sition, but we were favored because we are a St. Louis organization 
and it was the intention of the other companies to move the business 
away. 

This company has been in business since 1918 and specializes in 
rediscounting installment finance paper and originating this type of 
paper, in addition to personal loans. 

This, gentlemen, gives you a brief record of the growth of General 
Contract Corp. from its inception. 

In previous testimony before this committee the incorrect and mis- 
leading implication was made that our company had expanded from 
14 to 38 organizations in the period from 1946 to 1950 by a process 
of acquiring other companies. The acquisitions I have referred to 
herein have been our only acquisition. While it is true that the number 
of our subsidiary companies has grown, this has been due very largely 
to our organizing new companies to handle portions of our business 
as the need arose. 

For instance, we have organized a number of insurance agency com- 
anies and small-loan companies in various States for the reason we 
ee found it advantageous, and in some instances legally required, 
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that such companies be domestic corporations of the States in which 
they operate. 

In the testimony before this committee on June 11, 1953, by the 
chairman of the committee on legislation for the Independent Banke rs 
Association of America, several statements were made whicli I chal- 
lenge because I think you should have factual information concerning 
holding-company operations, particularly ours, since this testimony 
specifically referred to General Contract Corp. I will endeavor to 
quote and answer a few of these statements briefly. 

The first statement is, and I quote: 

Through the holding-company device, many hungry promoters have bought 
up a great many sound unit banks, and brought them into the holding-company 
system, where many unsafe and unsound banking practices are possible and where 
it is also possible to evade the excellent Federal supervisory agencies that would 
normally maintain control over the banking operations of the country. 

In reply to this statement, I may say that unsafe and unsound 
banking practices are not possible in banks owned by holding com- 
panies to any greater degree than they are possible in banks owned by 
individual stockholders. 

In fact, it is my impression that the closer scrutiny given banks 
owned by holding companies makes such practices even less likely. 

Similarly, I cannot think of any w: ay in which the holding company 
device may be used to evade the Federal supervisory agencies and I 
note that the testimony quoted is content with de aling in generalities 
and is not specific on this point. 

You will note that the Federal supervising agencies have not raised 
this point themselves in their testimony. Furthermore, although the 
testimony refers to “hungry promoters,” I note that the only company 
specifically mentioned is my own and I hope you will agree that a 
business which has been growing steadily and conservatively for 40 
years by serving the public should not be characterized as a promoter 
of any type and, particularly, not as a hungry one. 

In our 40 years in business, we have loaned over $792 million, most 
of it in the form of consumer installment credit, and our losses to date 
are roundly one-fifteenth of 1 percent. 

I do not think such a record could be founded upon unsafe and 
unsound banking practices, particularly when you note that this record 
has been compiled through 3 wars, one major depression, and several 
smaller ones. 

Furthermore, I should feel most safe in leaving the banking prac- 
tices of all of our banks, whether owned by holding companies or not, 
in the hands of our splendid State and Federal supervisory agencies. 

As to our nonbanking subsidiaries, the insurance companies are, 
of course, supervised by the insurance departments of nearly all of 
- 48 States. Our small loan companies’ operations are supervised 
by the States in which they do business. 

In addition, General Contract Corp., has registered its securities 
with the Securities and Exchange Commission and, in consequence, 
has on numerous occasions made a full revelation of all of its affairs, 
together with financial statements certified by public accountants. 

Furthermore, we listed one class of our preferred stock on the 
New York Stock Exchange in September 1953. It is therefore appar- 
ent that we are not trying to evade legitimate supervision. 
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On the contrary we are subject to constant examination and scru- 
tiny, and are required to make frequent reports and to disclose fully 
all of our operations to various State and Federal authorities, includ- 
ing the, Federal Deposit Insurance Corporation, State banking 
departments, State small loan regulatory bodies, the Securities and 
Exchange Commission, the New York Stock Exchange, and the State 
insurance departments. 

The second statement made is, and I quote: 


Three principal restraints that supervision can exercise over banking are: 
1. The granting of charters. 

The control of the number and location of banks. 

The continuous examination and supervision of policy and management of 
the banking units. 

The holding company mechanism cannot only avoid supervision but it can at 
the same time siphon off the earnings of the subsidiary banks so as to weaken 
the protection to the depositors and greatly endanger them in the event of some 
future deflation. I should like to elaborate briefly on the methods whereby 
holding companies avoid the three principal restraints thrown around banks by 
supervisors. 

First, I would like to comment on the matter of granting charters. Banking 
opinion, plus good supervision since 1930 has largely avoided the dangers inherent 
in the organization of too many banks. The holding company, however, does 
not have to apply for a charter in a place where a bank now is operating. It 
can, by various methods, acquire control of the stock of that bank and, although 
the existing bank may have been well operated, the holding company can quickly 
change all of its policies and operations, and in effect acquire a new bank at that 
location, without assuming any responsibility other than the ownership of the 
stock. 

The common method used by holding companies is to exchange the holding 
companies stock for the bank stock, which does not put a single dollar of addi- 
tional protection behind the deposits and very frequently the exchange is made 
on a basis that is most unfair to the bank stockholders. 

tegarding the second restraint point mentioned above, supervisors can control 
the establishment, the location, and the management of branch banks, but a 
bank holding company may establish a new unit at any point it chooses, if a bank 
is now located at that point. 

The holding company may, with perfect freedom, deny any responsibility for 
the acts or liabilities of this new unit because it is a separate corporate entity. 

As dangerous as branch banking may be, it can never be properly compared 
to the irresponsible hank holding company operation that is possible under present 
laws. 


» 
9 
”. 


The first two restraints noted above, namely (1) granting of char- 
ters: and (2) the control of the number and location of banks are of 
course, as is very apparent, not affected in the least by bank holding 
companies. The dangers inherent in the organization of too many 
banks are not increased by bank holding companies. They have no 
power to organize new banks except with the same supervisory ap- 
proval needed by anyone seeking to organize a new bank. 

If a bank holding company acquires a bank, that does not increase 
the number of banks and in no way changes the supervisory control 
over chartering of banks. 

Similarly as to the control of the number and location of banks, 
the bank holding company cannot change the number or location of 
banks except with the same supervisory approval needed by anyone 
else. 

The responsibilities and liabilities of a bank holding company, 
alluded to in the quoted material, are the same responsibilities and 
liabilities as those of individual stockholders of any bank. 
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It is to their interest, of course, to see to it that the banks prosper 
in order that their investment may retain and increase its value. 

It is just as ridiculous to say that a bank holding company will do 
anything to hurt its investment as it is to say that an individual 
stockholder will do anything to hurt his investment. 

The third restraint noted above ni amely, “the continuous examination 
and supervision of policy and management of the banking units,” is 
just as effectively applied by the supervising authorities to banks 
owned by holding companies as to other banks. 

The statement that the holding company can siphon off the earnings 
of the subsidiary banks so as to weaken the protection to the depositors 
and greatly endanger them is given the lie by the record. The super- 
visory authorities can and do control the ratio between capital and 
deposits of all banks and would never permit such a thing to happen. 

Moreover, as I shall point out later, and as will be pointed out by 
others speaking on behalf of bank holding companies, the fact is that 
the banks owned by General Contract Corp. and other bank holding 
companies are able to and do follow more conservative werycern 
policies than individually owned banks and a greater portion of their 
earnings is retained as a protection to depositors than is the case with 
other banks. 

The third statement is, and I quote: 

During the last 4 or 5 years, with the tightening of credit and the increase in 
interest rates it has been more and more difficult for finance companies and 
consumer credit companies to obtain bank financing. Many of these holding 
companies are inspired by the desires of finance companies to obtain bank 
depositors’ funds at very low cost to finance their high rate lending operations. 

When a holding company, under the direction of a finance company acquires a 
bank, very frequently it can discount its finance paper, sometimes bearing as 
high as 16 percent interest, with the subsidiary bank, for rates as low as 144 
percent to 2 percent, the holding company pocketing the difference in rate as a 
profit. It should not be necessary to remind you gentlemen that with the profits 
coming in at that rate, the dominant holding company may not be too con- 
cerned with the quality of the paper that it places in the helpless subsidiary bank 

This statement contains a good many inaccuracies. To begin with 
there has been no shortage of bank financing available for finance 
companies and consumer credit companies. The record of all the 
major finance companies will bear this out. In our own experience we 
have been able to obtain large lines of credit from banks with which 
we have no connection. 

Our own subsidiary, Securities Investment Co., for example, has 
a great number of large lines of unsecured credit from many of the 
finest banks around the country, roundly, $35 million. 

These banks do not consider it to he unsound or unsafe banking 
practice to extend credit to a finance company to enable the finance 
company to purchase paper arising out of the sale of consumer 
durables. 

We have discounted some of our finance paper with our subsidiary 
banks. In the main, however, this has been fairly well confined to 
discounting paper with the Bank of St. Louis and we have not dis- 
counted such paper to any considerable extent with our other sub- 
sidiary banks. The reason for this is that Bank of St. Louis has 
always been the nucleus of our organization. 

Its predecessor, Industrial Bank & Trust Co. was origin: ally, in ad- 
dition to being a bank, the parent or holding company which owned 








640 BANK HOLDING LEGISLATION 


the finance companies. Accordingly, it furnished the management 
for the finance company operation. 

When we created General Contract Corp.—originally Industrial 
Bancshares Corp.—to be the holding company, the Bank of St. Louis 
continued to furnish the management and still furnishes the manage- 
ment for the finance operation. 

Accordingly, it is only natural that some of the finance paper should 
wind up in the bank. It must be borne in mind, however, that this 
does not involve any overreaching of a subsidiary by a parent nor 
even self-dealing in the bad sense of that term. 

Rather the true management, the credit judgment, the policymak- 
ing comes from the bank rather than from the holding company. 

As far as profit is concerned, in all cases where paper is sold to the 
bank, the bank gets its fair share of the profit and in all cases that is 
the major share. 

As for quality of the paper, our loss record of roundly one-fifteenth 
of 1 percent over a 40-year period will speak for itself. 

Another statement was made by the witness, and I quote: 

In spite of the prosperous condition of our Nation, the unlisted and almost 
unmarketable stocks of our vest best unit banks will frequently sell for prices 
far below their true book value. This creates a problem for the successful unit 
bank officer who may have grown old in the service of his bank, with a large 
part of his estate tied up in the stock of that same bank. Because of the rigid 
controls properly exerted in the public interest by supervisors, this stock may 
pay no dividends. For such an aging officer—and much more so for his heirs 
or administrators, the easy exchanges offered by the bank holding company may 
look attractive, even though the record shows that most holding companies make 
large profits on net book values from these exchanges because of the methods of 
establishing stock value. Sometimes the entire transaction may lend itself to 
exploitation by clever stock manipulators 

It occurs to me that this statement may reflect the selfish interest 
and bias of certain, but not all, so-called independent bankers. I ask 
this question: Are these so-called independents sponsoring holding 
company legislation because of sincere interest in the welfare of de- 
positors and of-our banking system as a whole—or is their interest 
dictated by concern over their own personal welfare? 

Under the legislation being proposed, it appears that further re- 
strictions are to be placed upon the sale of bank stocks. Genlemen, if 
this condition prevails, I am sure there will be even less market for 
bank stocks and that prices will continue to be far below their book 
values. As to the officer growing old and receiving nothing for his 
investment, it might be of interest to you to know that we have 
authorized a saving and profit sharing plan in each of the six banks 
whose stock we own and each of these banks has adopted such a plan. 

We think this protects all officers and employees because the incen- 
tive is to participate to a greater degree in the profits, depending on 
length of service. 

As to affecting the heirs and administrators, all I have to do is refer 
to the Jefferson-Gravois transaction, because prior to our acquisition, 
an estate of a former officer sold some of his stock for roundly $35 per 
share. For the stock it was fortunate enough to keep, it received 
from us the equivalent of $66 per share. I would like to know how 
the holding company could profit unfairly from such an exchange. 
We have always recognized fair book values of stock purchased or 
exchanged for. 
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So much, gentlemen, for the references made to General Contract 
Corp. in previous testimony. I am sure that you will agree that our 
company is neither a hungry promoter nor does it take unfair ad- 
vantage of any economic conditions. Our acquisitions have been 
made possible by the reputation we have enjoyed in the community, 
not only for services rendered to our customers and the community 
but also for our interests 1n our employees. 

In addition to the profit-sharing fund, each of our banks provides 
free insurance, and free hospitalization for its employees and their 
dependents. Our growth over the 40 years has not been unusual; it 
has been a sound and consistent growth because we feel that while our 
responsibilities have increased, at no time have we extended ourselves 
beyond our capabilities, recognizing the responsibility of our banks 
to their depositors as well as our responsibility to our shareholders. 
We have more than 4,000 stockholders, who own more than 2,285,000 
shares of our common and preferred stocks. Many of these share- 
holders are also depositors in our banks. 

Gentlemen, as I warned you at the outset this statement has gotten 
quite long, but in addition to defending ourselves against the specific 
attack that was made on us in previous testimony, I now want to make 
a few brief general statements with reference to the whole subject of 
bank holding company legislation. I shall do my utmost to be brief 
in these concluding remarks. 

1. It is unthinkable to our American way of life that we should 
have regulation for regulation’s sake alone. Our whole American 
concept of freedom is predicated upon granting the utmost freedom 
to the individual and to business consistent with the good of society 
as a whole. 

Accordingly, regulation, and its companion, restraint, should be 
imposed only when and where necessary to correct or to prevent abuses 
that cause greater evil than would the restraints necessary to prevent 
them. 

We submit gentlemen that no abuses have been shown in any testi- 
mony before this committee except in 1 isolated case involving 2 
Chicago banks. The proponents of this legislation have made a lot 
ef general statements and have issued vague warnings of disaster; 
they have pointed to hypothetical abuses that could happen, but they 
have not put their finger on any evil that has occurred or is presently 
occurring. 

2. Our point is best illustrated by the divestment provisions of the 
various bills. We respectfully recall the attention of the committee 
to the fact that in another piece of legislation which provided for di- 
vestment of business interests and subsidiaries, the public utility hold- 
ing company legislation, the act itself in section 1 (b) listed a great 
many abuses which in fact existed and which the act proposed to 
remedy. The congressional findings as to abuses listed in section 1 
(b) of the said act were based upon some of the most exhaustive and 
comprehensive studies ever to underlie a Federal statute. 

The Congress at that time felt that it could not and should not 
order the breaking up of the vast public utility holding companies 
except upon a very clear demonstration of abuses and a very real 
showing of need. 
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In the case of bank holding companies, there has been no such dem- 
onstration of abuses and no showing of need. The only ardent sup- 
porters of such legislation are groups of small bankers who have 
banded themselves into organizations which they call independent 
bankers associations and who primarily are motivated by the desire 
to eliminate or to stifle competition and by the desire to protect them- 
solves in their entrenched positions as bankers to the communities 
in which they operate. 

You will note gentlemen, that even the Federal Reserve Board’s 
official position, as evidenced by the statement of Governor Robertson 
in answer to the question of Senator Goldwater in the hearing con- 
ducted June 10, 1953—page 34 of the printed record—is that there 
is no urgency about the matter of bank holding company legislation. 

It seems clear to me, gentlemen, that if there were crying abuses, 
of a kind sufficient to justify the harsh remedy of divestment, that the 
= for the legislation would be urgent. 

There has been much said about self- dealing in previous testi- 
mony and I wish to discuss that at this point. The unfortunate situa- 
tion that occurred in Chicago involving the Bankers Discount Corp. 
has created the impression that all so-c: alled self-dealing is necessarily 
evil. This is not true at all and in fact should not logically be true. 

As I understand the term “self-dealing” as it has been used in these 
hearings, it means transactions wherein a bank holding company 
sells—directly or through other subsidiaries—loans and installment 
paper to banks which it “controls. This means that the bank holding 
company is itself engaged in, or owns nonbank subsidiaries which 
ure engaged in making loans or purchasing paper arising out of 
the installment sale of consumer durables. 

This type of loan business and this type of finance business are each 
iegitimate types of business. They are each a part of a commercial 
bank’s normal activity. Some of the finest financial institutions in the 
country are engaged in one or both of these types of businesses. These 
businesses can be and are operated on sound, conservative bases. 

The risks involved in them are no greater than the risks involved 
in other types of lending operations which are more peculiarly the 
province of banks. It is obvious that a bank holding company will 
not deliberately endanger its investment in a bank. 

Accordingly, it is clear that a bank holding company will not seek 
to give bad paper to a bank it controls. On the contrary, the bank 
holding company is as anxious as any stockholder to see its invest- 
ment prosper. 

It is perfectly legal and proper for banks to purchase these kinds 
of investments and many banks do so in large volume from loan 
companies and finance companies with which they have no connection, 
and no one objects to that. In transactions involving a parent and 
subsidiary, however, the objection is apparently based on the fact 
that the parent can force the subsidiary bank to take paper which 
would not be considered sound to bankers. 

This, by and large, is poppycock. There is no difference in men- 
tality between a banker and a loan or finance man. 

Each is, or should be, an expert on credit and each is, or should be, 
motivated primarily by a desire to make safe and profitable invest- 
ments. Bankers will make the same sort of loans, and will purchase 
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the same sort of paper the loan and finance men will make and pur- 
chase except, if anything, the loan and finance men will be more ex- 
pert in their respective fields and accordingly, by and large, the paper 
they originate will be better than the paper the bankers originate in 
these fields. 

Regardless of this, however, this problem of self-dealing is not 
one that requires, nor that can be solved by the drastic divestment 
provisions of the proposed bank holding company legislation. Self- 
dealing does not require divestment because it can be effectively con- 
trolled insofar as it relates to bank holding companies, by extension 
to all subsidiary banks of bank holding companies, of the present 
limitation of 10 percent of capital and surplus on loans of banks, 
which are members of the Federal Reserve System, to their affiliates. 
This is the same idea that was advanced by Chairman Cook of the 
FDIC (see p. 105 of the printed record) and by Deputy Comptroller 
of the Currency Jennings (see p. 55 of the printed record). 

Self-dealing cannot be solved by the divestment provisions of bank 
holding company legislation, because it exists in situations where 
individuals control banks and such would not be subject to this legis- 
lation. In fact, the kind of self-dealing that is potentially the most 
harmful to a bank is the kind that exists where individuals control 
banks, particularly where that control is exercised by officers who do 
not have large stockholdings. 

Such individuals may have personal interests in other companies 
or businesses which do business with the bank, so that the personal 
welfare of the individual may be advanced more if the outside busi- 
ness prospers even at the expense of the bank. 

Accordingly, such bank officers may cause the bank to enter into 
transactions with the outside company which results in serious detri- 
ment to the bank, but which results in personal profit to them. 

This cannot happen in the case of a bank holding company, be- 
cause the holding company always has a substantial interest in the 
bank and hence any loss suffered by its banks would be felt by the 
holding company. Or, to put it differently, it serves no purpose to 
the holding company to have its right hand prosper while its left hand 
withers away. 

For our own part, I wish to repeat that our situation is perhaps 
peculiar, in that historically we have been a bank which has itself been 
a holding company. This is no longer true, but Bank of St. Louis 
is still the focal point of all our activity and its officers, bankers all, 
have always furnished the management for our holding company 
and all of its finance and loan activities. Accordingly, when Bank 
of St. Louis has purchased loans and finance paper from its parent 
it has, except for legal technicalities, really been purchasing from 
itself. 

4. It has been stated that bank holding companies should have no 
greater rights than banks and we understand that this committee 
would like our view of this statement : 

(a) To begin with, I should like to comment that if the statement 
be true, then it should work both ways; for example, if banks can 
make loans and purchase finance paper, then holding companies 
should be entitled to do the same thing. What earthly reason is there 
for not permitting holding companies to make loans and purchase 
finance paper ? 
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The only excuse that has been advanced for prohibiting holding 
companies from making loans or purchasing finance paper or from 
owning other subsidiaries which make loans and purchase finance 
paper, is that there is a danger of abuse by reason of self-dealing. I 
don’t believe this danger is very great. 

Only one instance of those has been brought out in these hearings. 
If there is a danger of abuse, however, that can be prevented or cor- 
rected by legislation restricting or limiting self-dealing. 

As, for instance, by placing percentage limitations on the amount of 
finance papers that can be sold by a bank holding company or by a 
nonbanking subsidiary to a subsidiary bank. 

It is not necessary to require holding companies to divest themselves 
of nonbanking affiliates nor to prohibit them from engaging in any 
business other than owning banks in order to correct this potential 
abuse. 

(4) Secondly, apart from the possibility of abuse which I have just 
referred to, I know of no reason why bank holding companies should 
be limited in their activities to those of a bank. There just isn’t any 
good reason and none have been advanced by proponents of this legis- 
lation to justify their statement that holding companies should have 
no greater rights than banks, 

This is an assumption that has been made and which by continuous 
repetition has come to be accepted by some, but which has never been 
proven to be true. 

(c) Thirdly, I know of no way in which holding companies can be 
said to have greater rights than banks except that they have the 
right to own stocks in other corporations, which right is generally 
denied to banks, and that holding companies have the right to engage 
in businesses of a kind that are forbidden to banks. 

Even if it were true that holding companies should not engage in 
kinds of business forbidden to banks, I repeat that that would be no 
justification for forbidding holding companies to engage in businesses 
which banks can engage in, such as making loans and purchasing 
finance paper. 

In conclusion, I should like to present several of the reasons why 
we feel that efficient holding-company operation is better and safer 
banking that inefficient unit banking: 

1. Being farther removed than the unit bank from the tyranny of 
the stockholder who demands dividends at all costs, and having access 
to larger funds, holding companies build up the capital funds of their 
subsidiary banks from the earnings of those banks and with fresh 
capital supplied by the holding companies. 

The record of General Contract Corp. in this regard is, we believe, 
an excellent example. For all of the banks acquired, and referred to 
specifically in the foregoing summary, including Bank of St. Louis 
which became a holding-company property in June 6, 1946, the earn- 
ings after taxes through December 31, 1953, amounted to $8,402,471. 
We have also increased reserve for losses in all of said banks $980,301 
or a grand total for all in profits and increase in reserves of $9,382,772. 

The cash dividends paid by all of said banks during this period 
amounted to $3,365,125, of which General Contract Corp. received 
$3,191,217. Therefore, the average dividends paid in proportion to 
earnings was roundly 35 percent. 
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The remaining earnings amounting to $6,017,647 were retained by 
the respective banks, which substantiates my previous statement that 
holding companies constantly endeavor to increase the capital struc- 
tures, and thus the soundness, of their banks. 

Besides this retention of earnings, General Contract Corp. has con- 
tributed fresh capital to the extent of $455,000 to Jefferson-Gravois 
Bank. 

Holding companies improve and stabilize the management of 
their banks. 

Holding companies increase the earnings of their banks. Other 
things being equal, the more profitable banks are the sounder banks. 

Whereas the owners of unit banks may understandably be most 
nterested in taking out profits during their lifetime, the holding 
companies plan the long-range strengthening and development of 
banks owned by them. 

For this reason, holding companies generally take from their sub- 
sidiary banks only reasonable dividends, often substanti: ally less than 
the dividends taken out of independent banks by their individual 
owners. Here again, the record of General Contract Corp. provides 
ood example. 

The “ys ated activities carried on by bank-holding companies either 
divecthy r through nonbanking subsidiaries add to the profits of the 
subsidiary hi anks. In addition, a strong holding company with profits 
available to it not only from subsidiary banks but also from related 
activities is a source of strength which cannot be found in the owner- 
ship of a unit bank. 

Please allow me to thank you for the opportunity to appear before 
this committee. I have endeavored with utmost frankness to convince 
you that the bank-holding company is a solid, responsible citizen, 
and that its subsidiary banks, which are operated in strict compliance 
with all laws and with all orders of the appropriate regulatory bodies, 
are at least as sound as any independent banks, and in addition enjoy 
certain other benefits which make them safer depositories for the 
funds of the people. 

Thank you, sir. 

Senator GotpwaTer (presiding). Thank you very much, Mr. Bur- 
telow. 

Mr. Burretow. I have nothing further, unless you have some 
questions. 

Senator Gotpwater. I have no questions. Iam sorry I wasn’t here 
for the entire duration of your testimony. 

(The prepared statement of Mr. Burtelow follows :) 


a ge 


STATEMENT OF WALTER E. BuURTELOW, EXECUTIVE VICE PRESIDENT, GENERAL 
CoNTRACT CorP. AND BANK oF St. Louis 


Mr. Chairman and members of this committee, my name is Walter E. Burtelow, 
and I am executive vice president of General Contract Corp. and of Bank of St. 
Louis, both of St. Louis, Mo. I have been associated with these companies or 
their predecessors since September 1925. 

At the outset I wish to make it clear that General Contract Corp. is opposed 
in principle to all of the bills now pending before this committee relating to the 
reguiation of bank-holding companies. In addition, we oppose any form of legis- 
lation which would require bank-holding companies to divest themselves of 
so-called nonbanking assets. We firmly believe that no evidence has been, or 
can be shown to this committee which will justify such drastic legislation. We 
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are not opposed in principle to reasonable regulation, but we believe that legis- 
lation presently in effect is adequate and that nothing further is needed. 

I shall explain our position more fully later on in this statement but before 
doing that I am forced to take notice of the fact that specific reference was made 
in previous testimony before this committee regarding the activities of General 
Contract Corp. 

Inasmuch as such testimony was largely inaccurate and seriously misleading, 
I feel compelled to answer it in detail. Accordingly, my statement will be some- 
what longer than would otherwise be the case. I wish to apologize for the extra 
length of testimony which has thus been forced upon me. 


I 


In view of what was said about General Contract Corp. in previous testimony, 
I shall begin with a brief résumé of the history of the company from its 
inception. 

On January 2, 1913, Industrial Loan Co. was organized with a paid-in capital 
of $200,000, the first organization in St. Louis to operate under the Morris Plan, 
which Mr. Morris mentioned. The founders contemplated an institution where 
individuals theretofore denied credit, could borrow money. They could also save 
money at good rates of interest. In the original operations, loans were only 
made when secured by two comakers. I wish I had the time to elaborate and 
describe all of the worthwhile purposes for which money was borrowed by thou- 
sands of individuals and small business firms. In our earlier days we were re- 
ferred to as “the poor man’s bank.” Often now we are reminded by some of our 
customers of how we helped them get started in businesses that now represent 
successful industries in our community. Many people still refer to us as the 
Industrial Loan Co., after 40 years in business. We have customers who borrow 
from us each year and have done so for many years. Recently I personally 
looked at an application from a schoolteacher who has made 36 loans over a 
period of 36 years for the purpose of summer vacations, postgraduate courses, 
and other things. 

Barly in 1917, the natural adjunct of the personal loan business, which is 
financing of installment paper, was begun by financing the purchase of auto- 
mobiles for individuals. A year later similar paper-was purchased arising from 
the sale of appliances and other merchandise. Our institution was quite active 
in making collateral loans to purchase Liberty bonds during the First World War. 
In the year 1918, the Studebaker Corp. requested us to finance their dealers 
located in St. Louis, Memphis, and Little Rock; they felt we had the know-how 
of handling installment paper and this was the beginning of our acquiring out- 
State finance paper. There is very little difference in financing paper directly 
with the individual or for the individual through a dealer. 

In its natural evolution, Industrial Loan Co. came to be carrying on more and 
more a banking business, and:in 1923 the Industrial Savings Trust Co. was 
organized under a State charter and became the parent company. 

Consumer banking as evolved now embraces the functions of commercial bank- 
ing but more particularly includes the making of personal installment loans and 
the financing of the time-sales of automobiles, refrigerators, farm implements, 
air-conditioning equipment, furniture, and other consumer and industrial goods. 

In October of 1929, we acquired the portfolio of the Kirkpatric Finance Co. 
of St. Louis, which operated in the southern part of Missouri and northern 
Arkansas. This business was referred to us by the bank from whom Kirkpatrick 
was borrowing funds. During this same year, we acquired the portfolio of the 
Southern Loan Co. at Memphis, not as a matter of expansion but as a necessity 
to protect our investment, since we were making loans to said company on a 
collateral basis. Since there was a demand for personal loans in Memphis, we 
continued the office. ' 

The General Contract Purchase Corp. was owned by the Morris Pian Corpora- 
tion of America. It had an agreement with the General Blectric Co. to finance 
dealers handling General Electric appliances, Because of our close friendship 
with the Morris Plan Corporation of America, we were given the opportunity 
to purchase General Contract Purchase Corp.'s portfolio of finance paper it had 
secured from dealers in the St. Louis and Memphis territories. The acquisition 
of this portfolio was contingent upon our organizing the General Contract 
Purchase Corp. of Missouri, due to the trade value of the name and also to 
retain the relationship with General BPlectric Co. This company was organized 
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in 1930, Most of this paper emanated from dealers who could better be served 
from local service points. As a result of this acquision, we opened our branch 
in Memphis and consolidated this office with Southern Loan Co.'s office. 

During the banking holidays of 1933, to the best of my knowledge, we were 
one of the first banks given permission to reopen. 

In 1934, the name of the parent company was changed from Industrial Sav- 
ings Trust Co, to the Industrial Bank & Trust Co. This was the beginning of 
our commercial bank activities. 

In May of 1937, we organized the General Contract Purchase Corp. of 
Arkansas. This was done to comply with the wishes of the Arkansas State 
Banking Department since our finance and loan business was under their super- 
vision. This same year the General Contract Purchase Corp. of Missouri opened 
an Office at Springfield, Ill., for the purpose of handling General Electric dealers 
in that trade territory, together with other automobile and appliance dealers 
In May of 1989, we opened an office at Jackson, Miss., for the same purpose. 

Also in 1939, we organized the Industrial Credit Corp. for the purpose of 
organizing or acquiring a fire and marine insurance company to handle insur- 
ance business of the bank, emanating from automobile finance paper and FHA 
mortgage insurance loans. Industrial Credit Corp. was also organized for the 
purpose of carrying on the service popularized under title I of the National 
Housing Act, known as FHA improvement loans, because there was some con- 
cern whether or not this act would be extended and our experience was very 
satisfactory up to this time. Our institution was very active in the making of 
FHA improvement loans and led all single unit banks in the United States from 
the start in both number and amount. Because of lack of interest on the part 
of other banks, we were requested by FHA authorities to service loans as far 
away as Texas and Florida. The common stock of Industrial Credit Corp. was 
owned by Industrial Bank & Trust Co. and the preferred stock was sold to the 
public 

In 1940, many insurance companies were having difficulties on automobile 
coverage because of low rates. In order for us to remain in the automobile 
retail finance business and to be competitive with the national finance com- 
panies, which likewise were compelled to organize or acquire insurance com- 
panies, we organized Washington Fire & Marine Insurance Co. This company 
was wholly owned by Industrial Credit Corp. 

In June of 1941, we acquired the Commercial & Industrial Bank of Memphis, 
which was operating as a Morris Plan bank. This bank was founded in the 
same year as Industrial Loan Co.—-1913. The founder died in 1940 and the 
widow consulted with other Memphis banks as to the disposition of her stock 
and the assets of the bank. The local banks were not interested and she was 
referred to us by two of the largest banks in Memphis, since they were well 
acquainted with our operations in Memphis and St. Louis. Her advisers felt 
she would be given fair treatment. There was no exchange of stock and the 
purchase was made for cash. At the time of purchase, deposits were $1 million 
and they now amount to nearly $14 million. This could not be accompl.shed 
unless the bank were rendering satisfactory service in the community. 

In November 1945 we acquired 74% percent of the stock of the Illinois State 
Bank, which was paid for in cash. It might be of interest to this committee to 
know that the profits plus the increase in reserve for losses, in this bank, from 
the date of purchase to December 1953, amounted to roundly $1,030,000. During 
this period, the bank only paid out $171,000 in dividends, of which slightly less 
than $140,000 was received by General Contract Corp., the remainder going to 
minority stockholders. Certainly this is a conservative dividend policy. Deposits 
at this bank have only inereased from $16 million to $19 million since date of 
acquisition; however, the capital account of the bank has more than doubled. 

In June 1946, we organized Industrial Bancshares Corp. This became the 
parent company of the banks, Industrial Credit Corp. and all of their subs‘di- 
aries and affiliates. The name Industrial Bancshares Corp. was changed to 
General Contract Corp. in 1950, which is our present corporate name. 

In July 1947, we were offered controlling interest in the Northwestern Bank 
& Trust Co. of St. Louis. 89.7 percent of the capital stock was acquired in 
exchange for Industrial Baneshares stock on basis of 3% shares of Industrial 
Bancshares stock for 1 share of Northwestern stock. On July 31, 1947, the bid 
price for Industrial Bancshares stock was $17 per share or $55.25 for 344 shares, 
On the same day the bid price for Northwestern stock was $45 per share and 
its book value was approximately $49.77 per share. This means that any person 
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who exchanged his Northwestern Bank stock for our stock received in the 
exchange, for each share of his Northwestern Bank stock, stock worth approxi- 
mately $10.25 more on the open market than his Northwestern Bank stock and 
furthermore the stock he received for each share of his Northwestern Bank 
stock was worth approximately $5.50 more on the open market than the book 
value of his Northwestern stock. 

I am giving you these details because of a particular reference made to this 
transaction in previous testimony. 

In October 1948, we acquired 68 percent of the capital stock of the Baden Bank 
of St. Louis for cash. This stock was owned by the Morris Plan Corporation of 
America which I previously referred to and under whose plan we originally 
operated. Because of this close relationship, we were offered the first oppor- 
tunity to acquire this bank when the Morris Plan Corp. was no longer interested 
in its development. 

In December 1949, we acquired the Jefferson-Gravois Bank of St. Louis in 
an exchange of Industrial Bancshares stock on the basis of 3.1 shares of Banc- 
shares stock for 1 share of Jefferson-Gravois stock. Ninety-six percent of the 
stock was obtained by us in this exchange, so aparently the former stockholders 
were very happy with our offer. The book value of Jefferson-Gravois Bank stock 
on December 31, 1949, was $55,79 per share and its bid price on said date was 
$34. Industrial Bancshares bid price on the same day was $21.50 per share or 
$66.65 for 3.1 shares. This means that any person who exchanged his Jefferson- 
Gravois Bank stock for our stock received in the exchange for each share of his 
Jefferson-Gravois Bank stock, stock worth approximately $32.65 more on the 
open market than his Jefferson-Gravois Bank stock. This was almost double 
the market value of his Jefferson-Gravois Bank stock and furthermore the stock 
be received for each share of his Jefferson-Gravois Bank stock was worth ap- 
proximately $10.86 more on the open market than the book value of his Jefferson- 
Gravois Bank stock. 

The fact that we used a figure near the market value of our holding company’s 
stock tather than using the lower book value figure of our stock did not alter 
the fact that the exchange in each case was a most profitable one to the bank 
stockholder. In bank stocks as in stocks of most other corporations, the most 
important factors are market price and dividend policy rather than book value 
or asset value. For instance, many industrial stocks sell at market prices sub- 
stantially below their book value. The fact that the stock of our General Con- 
tract Corp. has consistently sold at more than book value is a tribute to our 
eurning and dividend record and to the faith which the investing public has 
had n te soundness of our management policies. I am inclined to think that 
the s! archolders of both of the banks mentioned have been satisfied with their 
bargain because very litthe of our stock received by them in the exchanges has 
been sold in the intervening years. I am at a loss to understand where the 
chairman of the committee of legislation of the Independent Banker’s Association 
of America in his testimony before this committee on June 11, 1953, could have 
obtained the figures which led him to state under examination by Senator Bricker 
that th: stockholders of the two banks referred to got back only about 50 percent 
of the value of their bank stock. My simple arithmetic leads to the conclusion 
that the stockholders of these banks received in each instance something which 
they cond immediately market, if they so desired, for a price far in excess of 
the current market value of their bank stock and substantially in excess even 
of the book value of their bank stock. Even more striking is the fact that most 
‘1 t!ese former bank stockholders have not even taken advantage of the profit 
nossil) ities of selling the stock of our company but have shown sufficient confi- 
dence in us to hold on to the stock; in fact many have even bought more. This 
would not seem to be the expected course of conduct of people who had been 
cheated by rnscrupnious manipulators. It appears that the witness was shedding 
tears for former bank stockholders who view the entire situation with dry-eyed 
contentment. 

In September 1952 we acquired 99 percent of the stock of Securities Invest- 
ment Co. of St. Louis in exchange for stock of General Contract Corp. Several 
out-State companies were interested in this acquisition, but we were favored 
beause we are a St. Louis organization, and it was the intention of the other 
companies to move the business away. This company has been in business since 
1918 and specializes in rediscounting installment finance paper and originating 
this type of paper in addition to personal loans. 

This, gentlemen, gives you a brief record of the growth of General Contract 
Corp. from its inception. 
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In previous testimony before this committee the incorrect and misleading 

uplication was made that our company had expanded from 14 to 388 organ- 
izations in the period from 1946 to 1950 by a process of acquiring other com- 
panies. The acquisitions I have referred to herein have been our only acquisi- 
tion. While it is true that the number of our subsidiary companies has grown, 
this has been due very largely to our organizing new companies to handle por- 
tions of our business as the need arose. For instance, we have organized a 
number of insurance agency companies and small loan companies in various 
States for the reason we have found it advantageous and in some instances 
egally required that such companies be domestic corporations of the States in 
which they operate. 

In the testimony before this committee on June 11, 1953, by the chairman of 
the committee on legislation for the Independent Bankers’ Association of America, 
several statements were made which I challenge because I think you should have 
factual information concerning holding-company operations, particularly ours, 
since this testimony specifically referred to General Contract Corp. I will 
endeavor to quote and answer a few of these statements briefly. 

The first statement is—and I quote: 

“Through the holding-company device, many hungry promoters have bought 
up a great many sound unit banks and brought them into the holding-company 
system, where many unsafe and unsound banking practices are possible, and 
where it is also possible to evade the excellent Federal supervisory agencies that 
would normally maintain control over the banking operations of the country.” 

In reply to this statement, I may say that unsafe and unsound banking prac- 
tices are not possible in banks owned by holding companies to any greater degree 
than they are possible in banks owned by individual stockholders. In fact, it is 
my impression that the closer scrutiny given banks owned by holding companies 
makes such practices even less likely. Similarly, I cannot think of any way in 
which the holding-company device may be used to evade the Federal supervisory 
agencies, and I note that the testimony quoted is content with dealing in gen- 
eralities and is not specific on this point. You will note that the Federal super- 
vising agencies have not raise! this point themselves in their testimony. Fur- 
thermore, although the testimony refers to “hungry promoters,” L note that the 
only company specifically mentioned is my own, and I hope you will agree that a 
business which has been growing steadily and conservatively for 40 years by 
serving the public should not be characterized as a promoter of any type, and 
particularly not asa hungry one. In our 40 years in business we have loaned over 
$792 million, most of it in the form of consumer installment credit, and our losses 
to date are roundly one-fifteenth of 1 percent. I do not think such a record could 
be founded upon unsafe and unsound banking practices, particularly when you 
note that this record has been compiled through 3 wars, 1 major depression, and 
several smaller ones. Furthermore, I should feel most safe in leaving the bank- 
ing practices of all of our banks, whether owned by holding companies or not, in 
the hands of our splendid State and Federal supervisory agencies. As to our 
nonbanking subsidiaries, the insurance companies are, of course, supervised by 
the insurance departments of nearly all of the 48 States. Our small loan com- 
panies’ operations are supervised by the States in which they do business. In 
addition, General Contract Corp. has registered its securities with the Securities 
and Exchange Commission, and in consequence has on numerous occasions made 
a full revelation of all of its affairs, together with financial statements certified 
by public accountants. Furthermore, we listed one class of our preferred stock 
on the New York Stock Exchange in September 1953. It is, therefore, apparent 
that we are not trying to evade legitimate supervision. On the contrary, we 
are subject to constant examination and scrutiny and are required to make fre- 
quent reports and to disclose fully all of our operations to various State and 
Federal authorities, including the Federal Deposit Insurance Corporation, State 
banking departments, State small loan regulatory bodies, the Securities and 
Exchange Commission, the New York Stock Exchange, and the State insurance 
departments. 

The second statement made is, and I quote: 

“Three principal restraints that supervision can exercise over banking are: 

“1. The granting of charters. 

“2. The control of the number and location of banks. 

“3. The continuous examination and supervision of policy and management 
of the banking units. 

“The holding-company mechanism can not only avoid supervision but it can 
at the same time siphon off the earnings of the subsidiary banks so as to weaken 
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the protection to the depositors and greatly endanger them in the event of some 
future deflation. I should like to elaborate briefly on the methods whereby hold- 
ing companies avoid the three principal restraints thrown around banks by 
supervisors. 

“First, I would like to comment on the matter of granting charters. Banking 
opinion, plus good supervision since 1930, has largely avoided the dangers 
inherent in the organization of too many banks. The holding company, however, 
does not have to apply for a charter in a place where a bank now is operating. 
It can, by various methods, acquire control of the stock of that bank and, 
although the existing bank may have been well operated, the holding company 
can quickly change all of its policies and operations, and in effect acquire a new 
bank at that location, without assuming any responsibility other than the owner- 
ship of the stock. The common method used by holding companies is to exchange 
the holding companies stock for the bank stock, which does not put a single 
dollar of additional protection behind the deposits and very frequently the 
exchange is made on a basis that is most unfair to the bank stockholders. 

“Regarding the second restraint point mentioned above, supervisors can control 
the establishment, the location, and the management of branch banks, but a bank 
holding company may establish a new unit at any point it chooses if a bank is 
now located at that point. The holding company may, with perfect freedom, 
deny any responsibility for the acts or liabilities of this new unit because it is a 
separate corporate entity. As dangerous as branch banking may be, it can never 
be properly compared to the irresponsible bank holding company operation that 
is possible under present laws.” 

The first two restraints noted above, namely (1) granting of charters and (2) 
the control of the number and location of banks are, of course, as is very apparent, 
not affected in the least by bank holding companies. The “dangers inherent in 
the organization of too many banks” are not increased by bank holding com- 
panies. They have no power to organize new banks except with the same super- 
visory approval needed by anyone seeking to organize a new bank. If a bank 
holding company acquires a bank, that does not increase the number of banks 
and in no way changes the supervisory control over chartering of banks. Simi- 
larly as to the control of the number and location of banks, the bank holding 
company cannot change the number or location of banks except with the same 
supervisory approval needed by anyone else. 

The responsibilities and liabilities of a bank holding company, alluded to in 
the quoted material, are the same responsibilities and liabilities as those of 
individual stockholders of any bank. It is to their interest, of course, to see 
to it that the banks prosper in order that their investment may retain and in- 
crease its value. It is just as ridiculous to say that a bank holding company 
will do anything to hurt its investment as it is to say that an individual stock- 
holder will do anything to hurt his investment. 

The third restraint noted above, namely, “The continuous examination and 
supervision of policy and management of the banking units” is just as effectively 
applied by the supervising authorities to banks owned by holding companies as 
to other banks. 

The statement that the holding company can siphon off the earnings of the 
subsidiary banks so as to weaken the protection to the depositors and greatly 
endanger them is given the lie by the record. The supervisory authorities can 
and do control the ratio between capital and deposits of all banks and would 
never permit such a thing to happen. Moreover, as I shall point out later, and 
as will be pointed out by others speaking on behalf of bank holding companies, 
the fact is that the banks owned by General Contract Corp. and other bank hold- 
ing companies are able to and do follow more conservative dividend policies than 
individually owned banks and a greater portion of their earnings is retained 
as a protection to depositors than is the case with other banks. 

The third statement is, and I quote: 

“During the last 4 or 5 years, with the tightening of credit and the increase 
in interest rates, it has been more and more difficult for finance companies and 
consumer credit companies to obtain bank financing. Many of these holding 
companies are inspired by the desires of finance companies to obtain bank depos- 
itors’ funds at very low cost to finance their high rate lending operations. When 
a holding company, under the direction of a finance company, acquires a bank, 
very frequently it can discount its finance paper, sometimes bearing as high as 
16 percent interest, with the subsidiary bank, for rates as low as 1% percent to 
2 percent, the holding company pocketing the difference in rate as a profit. It 
should not be necessary to remind you gentlemen that with the profits coming 
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na that rate, the dominant holding company may no be too concerned with the 
juality of the paper that it places in the helpless subsidiary bank.” 

This statement contains a good many inaccuracies. To begin with there has 
heen no shortage of bank financing available for finance companies and consumer 
credit companies. The record of all the major finance companies will bear this 
out. In our own experience we have been able to obtain large lines of credit 
from banks with which we have no connection. Our own subsidiary, Securities 
Investment Co., for example, has a great number of large lines of unsecured 
credit from many of the finest banks around the country. These banks do not 
consider it to be unsound or unsafe banking practice to extend credit to a finance 
company to enable the finance company to purchase paper arising out of the sale 
of consumer durables. 

We have discounted some of our finance paper with our subsidiary banks. In 

e main, however, this has been fairly well confined to discounting paper with 

e Bank of St. Louis and we have not discounted such paper to any considerable 

<tent with our other subsidiary banks. The reason for this is that the Bank of 
St. Louis has always been the nucleus of our organization. Its predecessor, 
Industrial Bank & Trust Co., was originally, in addition to being a bank, the 
parent or holding company which owned the finance companies. Accordingly, 
t furnished the management for the finance company operation. When we 

eated: General Contract Corp. (originally Industrial Bancshares Corp.) to be 
the holding company, the Bank of St. Louis continued to furnish the management 
and still furnishes the management for the finance operation. Accordingly, it 
is only natural that some of the finance paper should wind up in the bank. It 
must be borne in mind, however, that this does not involve any overreaching of 
a subsidiary by a parent nor even self-dealing in the bad sense of that term. 
Rather the true management, the credit judgment, the policymaking comes from 
the bank rather than from the holding company 

As far as profit is concerned, in all cases where paper is sold to the bank, the 
bank gets its fair share of the profit and in all cases that is the major share. 

As for quality of the paper, our loss record of roundly one-fifteenth of 1 
percent over a 40-year period will speak for itself. 

(Another statement was made by the witness, and I quote: 

“In spite of the prosperous condition of our Nation, the unlisted and almost 
unmarketable stocks of our very best unit banks will frequently sell for prices 
far below their true book value. This creates a problem for the successful unit 
bank officer who may have grown old in the service of his bank, with a large part 
of his estate tied up in the stock of that same bank. Because of the rigid controls 
properly exerted in the public interest by supervisors, this stock may pay no 
dividends. For such an aging officer—and much more so for his heirs or admin- 
istrators—the easy exchanges offered by the bank holding company may look 
attractive, even though the record shows that most holding companies make 
large profits on net book values from these exchanges because of the methods 
of establishing stock value. Sometimes the entire transaction may lend itself 
to exploitation by clever stock manipulators.” 

It occurs to me that this statement may reflect the selfish interest and bias of 
certain, but not all, so-called independent bankers. I ask this question: Are 
these so-called independents sponsoring holding-company legislation because of 
sincere interest in the welfare of depositors and of our banking system as a 
whole—or is their interest dictated by concern over their own personal welfare? 

Under the legislation being proposed, it appears that further restrictions are 
to be placed upon the sale of bank stocks. Gentlemen, if this condition prevails, 
I am sure there will be even less market for bank stocks and that prices will 
continue to be far below their book values. As to the officer growing old and 
receiving nothing for his investment, it might be of interest to you to know that 
we have authorized a savings and profit-sharing plan in each of the six banks 
whose stock we own and each of these banks has adopted such a plan. We think 
this protects all officers and employees because the incentive is to participate to 
a greater degree in the profits, depending on length of service. As to affecting 
the heirs and administrators, all I have to do is refer to the Jefferson-Gravois 
transaction, because prior to our acquisition, an estate of a former officer sold 
some of his stock for example $35 per share. For the stock it was fortunate 
enough to keep, it received from us the equivalent of $66 per share. I would like 
to know how the holding company could profit unfairly from such an exchange. 
We have always recognized fair book values of stock purchased or exchanged for. 
So much, gentlemen, for the references made to General Contract Corp. in 
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previous testimony. I am sure that you will agree that our company is neither 
a hungry promoter nor does it take unfair advantage of any economic conditions. 
Our acquisitions have been made possible by the reputation we have enjoyed 
in the community, not only for services renderd to our customers and the com- 
munity but also for our interest in our employees. In addition to the profit- 
sharing fund, each of our banks provides free insurance, and free hospitaliza- 
tion for its employees and their dependents. Our growth over the 40 years 
has not been unusual; it has been a sound and consistent growth because we 
feel that while our responsibilities have increased, at no time have we extended 
ourselves beyond our capabilities, recognizing the responsibility of our banks 
to their depositors as well as our responsibility to our shareholders. We have 
more than 4,000 stockholders, who own more than 2,285,000 shares of our com- 
mon and preferred stocks. Many of these shareholders are also depositors in 
our banks. 
II 


Gentlemen, as I warned you at the outset this statement has gotten quite 
long, but in addition to defending ourselves against the specific attack that was 
made on us in previous testimony, I now want to make a few brief general 
statements with reference tu the whole subject of bank holding company legis- 
lation. I shall do my utmost to be brief in these concluding remarks. 

1. It is unthinkabie to our American way of life, that we should have regula- 
tion for regulation’s sake alone. Our whole American concept of freedom is 
predicated upon granting the utmost freedom to the individual and to business 
consistent with the good of society as a whole. Accordingly, regulation, and its 
companion, restraint, should be imposed only when and where necessary to cor- 
rect or to prevent abuses that cause greater evil than would the restraints 
necessary to prevent them. 

We submit, gentlemen, that no abuses have been shown in any testimony before 
this committee except in one isolated case involving two Chicago banks. The 
proponents of this legislation have made a lot of general statements and have 
issued vague warnings of disaster; they have pointed to hypothetical abuses 
that could happen, but they have not put their finger on any evil that has oc- 
curred or is presently occurring. 

2. Our point is best illustrated by the divestment provisions of the various 
bills. We respectfully reeall the attention of the committee to the fact that 
in another piece of legislation which provided for divestment of business inter- 
ests and subsidiaries, the public utility holding company legislation, the act 
itself in section 1(b) listed a great many abuses which in fact existed and which 
the act proposed to remedy. The congressional findings as to abuses listed in 
section 1(b) of the said act were based upon some of the most exhaustive and 
comprehensive studies ever to underlie a Federal statute. The Congress at 
that time felt that it could not and should not order the breaking up of the vast 
public utility holding companies except upon a very clear demonstration of 
abuses and a very real showing of need. 

In the case of bank holding companies, there has been no such demonstration 
of abuses and no showing of need. The only ardent supporters of such legis- 
lation are groups of small bankers who have banded themselves into organiza- 
tions which they call independent bankers associations and who primarily are 
motivated by the desire to eliminate or to stifle competition and by the desire 
to protect themselves in their entrenched positions as bankers to the communi- 
ties in which they operate. 

You will not, gentlemen, that even the Federal Reserve Board’s official posi- 
tion, as evidenced by the statement of Governor Robertson in answer to the 
question of Senator Goldwater in the hearing conducted June 10, 1953, (p. 34 
of the printed record), is that there is no urgency about the matter of bank hold- 
ing company legislation. It seems clear to me, gentlemen, that if there were 
crying abuses, of a kind sufficient to justify the harsh remedy of divestment, 
that the need for the legislation would be urgent. 

8. There has been much said about self-dealing in previous testimony and I 
wish to discuss that at this point. The unfortunate stuation that occurred in 
Chicago involving the Bankers Discount Corp. has created the impression that 
all so-called self-dealing is necessarily evil. This not true at all and in fact 
should not logically be true. 

As I understand the term self-dealing as it has been used in these hearings, 
it means transactions wherein a bank holding company sells (directly or 
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through other subsidiaries) loans and installment paper to banks which it con- 
trols. This means that the bank holding company is itself engaged in, or owns 
nonbank subsidiaries which are engaged in making loans or purchasing paper 
arising out of the installment sale of consumer durables. This type of loan 
business and this type of finance business are each legitimate types of busi- 
ness. They are each a part of a commercial banks normal activity. Some of 
the finest financial institutions in the country are engaged in one or both of 
these types of businesses. These businesses can be and are operated on sound, 
conservative bases. The risks involved in them are no greater than the risks 
involved in other types of lending operations which are more peculiarly the 
province of banks. It is obvious that a bank holding company will not de 
liberately endanger its investment in a bank. Accordingly, it is clear that a 
bank holding company will not seek to give bad paper to a bank it controls. On 
the contrary, the bank holding company is as anxious as any stockholder to see 
its investment prosper. 

It is perfectly legal and proper for banks to purchase these kinds of invest- 
ments and many banks do so in large volume from loan companies and finance 
companies with which they have no connection, and no one objects to that. 
In transactions involving a parent and subsidiary, however, the objection is ap- 
parently based on the fact that the sales are not arms-length deals, which give 
rise to the fear, apparently, that the parent can force the subsidiary bank to 
take paper which would not be considered sound to bankers. This, by and large, 
is poppycock. There is no difference in mentality between a banker and a loan 
or finance man. Each is or should be, an expert on credit and each is, or should 
be, motivated primarily by a desire to make safe and profitable investments. 
Bankers will make the same sort of loans, and will purchase the same sort of 
paper that loan and finance men will make and purchase except, if anything, the 
loan and finance men will be more expert in their respective fields and accord- 
ingly, by and large, the paper they originate will be better than the paper the 
bankers originate in these fields. 

Regardless of this, however, this problem of self-dealing is not one that re- 
quires, nor than can be solved by the drastic divestment provisions of the pro- 
posed bank holding company legislation. Self-dealing does not require divest- 
ment because it can be effectively controlled insofar as it relates to bank holding 
companies, by extension to all subsidiary banks of bank holding companies, of 
the present limitation of 10 percent of capital and surplus on loans of banks, 
which are members of the Federal Reserve System, to their affiliates. (This is 
the same idea that was advanced by Chairman Cook of the FDIC, see p. 105 of 
the printed record and by Deputy Controller of the Currency Jennings, see p. 55 
of the printed record.) 

Self-dealing cannot be solved by the divestment provisions of bank holding 
company legislation, because it can exist in situations where individuals con- 
trol banks and such would not be subject to this legislation. In fact, the kind 
of self-dealing that is potentially the most harmful to a bank is the kind that 
exists where individuals control banks, particularly where that control is exer- 
cised by officers who do not have large stockholdings. Such individuals may have 
personal interests in other companies or businesses which do business with 
the bank, so that the personal welfare of the individual may be advanced more 
if the outside business prospers even at the expense of the bank. Accordingly, 
such bank officers may cause the bank to enter into transactions with the out- 
side company which results in serious detriment to the banks, but which re- 
sults in personal profit to them, 

This cannot happen in the case of a bank holding company, because the hold- 
ing company always has a substantial interest in the bank and hence any loss 
suffered by its banks would be felt by the holding company. Or to put it dif- 
ferently, it serves no purpose to the holding company to have its right hand 
prosper while its left hand withers away. 

For our own part, I wish to repeat that our situation is perhaps peculiar, in 
that historically we have been a bank which has itself been a holding company, 
This is no longer true, but Bank of St. Louis is still the focal point of all our 
activity and its officers, bankers all, have always furnished the management for 
our holding company and all of its finance and loan activities. Accordingly, 
when Bank of St. Louis has purchased loans and finance paper from its parent 
it has, except for legal technicalities, really been purchasing from itself. 

4. It has been stated that bank holding companies should have no greater 
rights than banks and we understand that this committee would like our view of 
this statement : 
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(a) To begin with, I should like to comment that if the statement be true, 
then it should work both ways, |. e., if banks can make loans and purchase finance 
paper, then holding companies should be entitled to do the same thing. What 
earthly reason is there for not permitting holding companies to make loans and 
purchase finance paper? 

The only excuse that has been advanced for prohibiting holding companies 
from making loans or purchasing finance paper or from owning other subsidiaries 
which make loans and purchase finance paper, is that there is a danger of abuse 
by reason of self-dealing. I don’t believe this danger is very great. Only one 
instance of abuse has been brought out in these hearings. If there is a danger 
of abuse, however, that can be prevented or corrected by legislation restricting or 
limiting self-dealing. As for instance by placing percentage limitations on the 
amount of finance paper, that can be sold by a bank holding company or by a 
nonbanking subsidiary to a subsidiary bank. It is not necessary to require 
holding companies to divest themselves of nonbanking affiliates nor to prohibit 
them from engaging in any business other than owning banks in order to correct 
this potential abuse. 

(b) Secondly, apart from the possibility of abuse which I have just referred 
to, I know of no reason why bank holding companies should be limited in their 
activities to those of a bank. There just isn’t any good reason and none have 
been advanced by proponents of this legislation to justify their statement that 
holding companies should have no greater rights than banks. This is an assump- 
tion that has been made and which by continuous repetition has come to be 
accepted by some, but which has never been proven to be true. 

(¢c) Thirdly, I know of no way in which holding companies can be said to 
have greater rights than banks except that they have the right to own stocks in 
other corporations, which right is generally denied to banks, and that holding 
companies have the right to engage in businesses of a kind that are forbidden to 
banks. Even if it were true that holding companies should not engage in kinds 
of business forbidden to banks, I repeat that that would be no justification for 
forbidding holding companies to engage in businesses which banks can engage in, 
such as making loans and purchasing finance paper. 

In conclusion, I should like to present several of the reasons why we feel that 
efficient holding company operation is better and safer banking than inefficient 
unit banking: 

1. Being farther removed than the unit bank from the tyranny of the stock- 
holder who demands dividends at all costs, and having access to larger funds, 
holding companies build up the capital funds of their subsidiary banks from 
the earnings of those banks and with fresh capital supplied by the holding com- 
panies. The record of General Contract Corp. in this regard is, we believe, an 
excellent example. For all of the banks acquired, and referred to specifically 
in the foregoing summary, including Bank of St. Louis, which became a holding 
company property in June 6, 1946, the earnings after taxes through December 
81, 1953, amounted to $8,402,471. We have also increased reserve for losses in 
all of said banks $980,301, or a grand total for all in profits and increase in 
reserves of $9,382,772. The cash dividends paid by all of said banks during this 
period amounted to $3,365,125, of which General Contract Corp. received $3,- 
191,217. Therefore, the average dividends paid in proportion to earnings was 
roundly 35 percent. The remaining earnings amounting to $6,017,647 were re- 
tained by the respective banks, which substantiates my previous statement that 
holding companies constantly endeavor to increase the capital structures, and 
thus the soundness, of their banks. Besides this retention of earnings, General 
Contract Corp. has contributed fresh capital to the extent of $455,000 to Jefferson- 
Gravois Bank. 

2. Holding companies improve and stabilize the management of their banks. 

3. Holding companies increase the earnings of their banks. Other things being 
equal, the more profitable banks are the sounder banks. 

4. Whereas the owners of unit banks may understandably be most interested 
in taking out profits during their lifetime, the holding companies plan the long- 
range strengthening and development of banks owned by them. For this reason, 
holding companies generally take from their subsidiary banks only reasonable 
dividends, often substantially less than the dividends taken out of independent 
banks by their individual owners. Here again, the record of General Contract 
Corp. provides a good example. 

5. The related activities carried on by bank holding companies either directly 
or through nonbanking subsidiaries add to the profits of the subsidiary banks. 
In addition, a strong holding company with profits available to it not only from 


eT 












subsi¢ 
canno 

Ple: 
mittee 
holdir 
which 
appro 
and, i 
for tl 


(7 


Com) 
I 


GE 
Chai 
that 
bank 

M1 
imp! 
alleg 
Tilin 
bran 
com] 

TI 
1953 
lishe 


jp 


Co1 
was 
N 


~ 


int 
ma 


STL 


— > | 


lik 
an 
col 
br: 
vil 
op 


yo 
fil 





true, 
lance 
What 
$s and 


anies 
aries 
ibuse 
y one 
linger 
ng or 
n the 
by a 
quire 
hibit 
rrect 


‘rred 
their 
have 
that 
ump 
0 be 


id to 
ks in 
ding 
‘nto 
‘inds 
l for 
e in, 


that 
‘ient 


ock- 
inds, 
‘rom 
-om- 
, an 
‘ally 
ding 
ober 
‘S in 
e in 
this 
$3,- 
was 
. re- 
that 
and 
eral 
Son- 


nks. 
ing 


sted 
ng- 
son, 
ible 
lent 
ract 


ctly 
nks. 
rom 


me oak 


‘aiernatn 5 


> ate. 


oe 


BANK HOLDING LEGISLATION 655 


subsidiary banks but also from related activities is a source of strength which 


cannot be found in the ownership of a unit bank. 


Please allow me to thank you for the opportunity to appear before this com- 
mittee. I have endeavored with utmost frankness to convince you that the bank 
holding company is a solid, responsible citizen and that its subsidiary banks, 
which are operated in strict compliance with all laws and with all orders of the 
appropriate regulatory bodies, are at least as sound as any independent banks 
and, in addition, enjoy certain other benefits which make them safer depositories 
for the funds of the people. 

(The following was later submitted for the record :) 

GENERAL CONTRACT CORP., 
St. Louis, Mo., June 26, 1954. 
COMMITTEE ON BANKING AND CURRENCY 


United States Senate, 
Senate Office Building, Washington, D. C 

GENTLEMEN: We wish to take advantage of the opportunity afforded us by 
Chairman Capehart to correct the record in one respect. We accordingly request 
that this letter be made a part of the record of the hearings in connection with 
bank holding company legislation. 

Mr. Ben DuBois, in his statement before this committee on June 23, 1954, 
implied, and Mr. Harry J. Harding, in his statement of the same day, specifically 
alleged that the attorney general of Illinois has ruled that ownership of banks in 
Illinois by a holding company would be contrary to the Illinois laws prohibiting 
branches. We respectfully call the committee’s attention to the fact that this is 
completely false. 

The fact is that the attorney general of Illinois in an opinion dated May 14, 
1953, specifically ruled to the contrary. This opinion may be found in the pub- 
lished volume of Illinois Attorney General’s Opinions for 1953 as opinion No, 27, 

Very truly yours, 
W. E. BurTELow, 
Executive Vice President. 

Senator Gotpwarer. Mr. EF. O. Jenkins, of the First Bank Stock 
Corp., is next. And I understand he is to complete testimony that 
was interrupted yesterday. Is Mr. Jenkins he re? 

Mr. Jenkins. Yes, sir. ve) vou want me to go on now, sir? 

Senator Gotpwater. Yes, si 

You may proceed in any manner you see fit. I understand you were 
interrupted yesterday. If you want to take up from that point, you 


may go ahes id, or you may start from the beginning. 


STATEMENT OF E. 0. JENKINS, PRESIDENT, FIRST BANK STOCK 
CORP.—Resumed 


Mr. Jenkins. My statement, as I understand it, will be printed? 

Senator Gotpwater. That is correct. 

Mr. Jenxtns. I have briefed somewhat the 3 or 4 points T would 
like to emphasize. You did not hear this argument the other day, 
and there is one point that I am touching on lightly, Senator, that I 
could touch on to a greater extent, having to do with the likeness of 
branch banking and holding company banking. If you are uncon- 
vinced on that, I would like to try to sell you. “Tf you are reasonably 
open on the subject, beyond that point, I will go ahead with what I 
have here. 

Senator Gorpwarer. You may proceed in any way you see fit, and 
you can presume I am sold or unsold. I haven’t committed myself. 

Mr. Jenxrns. This, then, is a brief one, with my original text being 


filed. 
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My name is Elwood O. Jenkins. I am president of the First Bank 
Stock Corp., which is a bank holding company registered as such 
under the Banking Act of 1933, with headquarters in Minneapolis, 
Minn. 

We own a large majority of the stock of some 75 State and national 
banks located in the States of Minnesota, Montana, North Dakota, 
and South Dakota, all within the Ninth Federal Reserve District. We 
became a holding company in 1929 and since 1933 have been regulated 
as a registered holding company under the Banking Act of that year. 

On Monday I testified briefly and my written testimony, I under- 
stand, will be a part of the printed record. Today I wish briefly 
to emphasize only three points which are more fully covered in my 
written testimony. 

The first point is the erroneous assumption of the Capehart bill that 
branch Susie and bank holding company banking are one and the 
same. This is completely wrong and the Federal banking authori- 
ties have so testified in these hearings. 

Section 2 of S. 1118 contains a declaration that for the purposes of 
the act a bank holding company and its subsidiary banks shall con- 
stitute a branch banking system. That statement, I believe, is com- 
pletely unjustifiable. The Independent Bankers Associations, which 
1s supporting this bill, knows better. The testimony last summer be- 
fore this committee of representatives of both the Comptroller of the 
Currency and the Federal Reserve Board recognized the wide distinc- 
tions between branch banking and holding company banking, as did 
the Federal Deposit Insurance Corporation and the representative of 
the American Bankers Association who testified before you. The lat- 
ter submitted a supplemental statement, specifically referring to the 
differences between the two banking systems to which was attached 
as an exhibit a four-page comparison emphasizing some of the im- 
portant distinctions. 

From the viewpoint of an individually owned bank, competing with 
a bank owned by a holding company, the holding company bank en- 
joys none of the competitive advantages which are not available to 
the individually owned bank through its correspondent relationships. 
Legislation by Congress has always recognized the essential distinc- 
tion between the two types of banking systems, as has State legisla- 
tion generally. 

This subject is so important that at the risk of some repetition of 
the thoughts of some other witnesses, I nevertheless will briefly re- 
view the most important of the distinctions between these two types 
of banking. 

Each separate bank in a bank holding company system is separately 
capitalized and is in all respects a separate corporation. On the other 
hand, under branch banking there is only one corporation and its 
capital structure is equally applicable to the main office and to all 
branches. As a result of this, each of the individual banks of a bank 
holding company system has a loan limit much smaller than that which 
the main office and each branch of a branch banking system has. Par- 
ticularly in smaller communities this gives a great advantage to the 
branch bank. 

Further, the branch bank enjoys prestige because of its size in all 
communities where it has main offices and branches. On the other 
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hand, while a bank affiliated with a holding company system may 
enjoy some measure of prestige because of the size of the system as a 
whole, it is nevertheless a separate legal entity with a restricted net 
worth and capital structure and does not enjoy anywhere near the 
full prestige which the branch bank enjoys. This is important not 
only in connection with loans, but particularly in connection with 
deposits of corporations engaged in business on a national scale. 

The competitive position of an individually owned bank, with re- 
spect to a bank in a holding company system, is very different indeed 
from its competitive position with respect toa branch bank. Assume, 
for a moment, that First Bank Stock Corp. is one bank with branches 

n all communities where its affiliated banks are situated. Its capital 

nd surplus would then be approximately $70 million. Thus, its 10 
percent loan limit would be $7 million and it could make loans in this 
amount at all points where its presently affiliated banks are situated. 

Among these communities is the city of Billings, Mont., with a 
population of approximately 40,000. The bank in that city affiliated 
with this holding company has capital and surplus of $700,000 and its 
loan limit, therefore, is $70,000 in contrast with the $7 million above 
set forth. 

In Billings, there are two individually owned banks, the larger of 
which has a capital and surplus of $1,150,000 with—if a national 
bank—a resulting loan limit of $115,000. Therefore, this individually 
owned bank in Billings has an advantage over the bank affiliated with 
this holding company in that it has a larger capital and surplus and a 
larger loan limit. Obviously, if this holding company were a bank 
with branches, its Billings branch, with a loan limit of $7 million, 
woulld have a substantial competitive advantage over the individually 
owned Billings bank. 

As the matter now stands, if such other Billings bank has larger 
totals than the bank at Billings affiliated with this holding company, 
hence it now enjoys whatever prestige results from greater size. Con- 
trast this with the situation which would exist if the Billings bank or 
this holding company were the branch of a bank which had total 
assets of more than $1,200 million, which is approximately the total 
of deposits of all the banks affiliated with the holding company. 

In the case of the branch banks, each branch has not only the benefit 
of a loan limit, based upon the capital and surplus of the entire branch 
bank system, but also has access to the entire capital structure and 
deposits of the whole system to meet the demand for loans, and one 
branch could conceivably make loans in excess of its own total 
deposits. 

This mobility of funds gives a branch of a large system a tremen- 
dous advantage over an affiliated bank of a holding company which 
is limited in its loanable funds to its own capital and deposits, except 
as it may in the normal course of business borrow from or place over- 
lines with its correspondent banks. 

It is of interest that the First National Bank of Minneapolis and 
the First National Bank of St. Paul, the two large metropolitan banks 
affiliated with First Bank Stock Corp., have larger participations, 
both in number and amount in aggregate loans from nonaffiliated 
correspondent banks, than in loans from banks affiliated with the First 


Bank stock system. 
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Each bank of a holding company system is a separate legal entity 
which is managed by a separate board of directors. Such directors 
have both a legal and moral responsibility for the operation of the 
local bank. Substantially all of them are local men sharing the point 
of view of the community. They and the officers of the bank actually 
run the banks. Loans are normally made without any advance infor- 
mation to the holding company. On the other hand, in the case of 
a branch banking system there is, of course, only one board of direc- 
tors, most of whom are residents of the community in which the main 
office of the bank is situated. 

in communities where a branch banking system has branches, the 
branch has at most an advisory committee of local men who have no 
legal responsibility for the operation either of the main office or of 
the local branch. Branches of such a bank are in general completely 
operated and controled by the main office of the bank. 

The second point is that the Capehart bill imposes a slow death 
sentence upon First Bank Stock Corp. 

Section 5 (d) gives the States the right to prohibit the acquisition 
of any bank stock, interstate or intrastate, and completely forbids 
acquisition of stock in any bank in a second State. We have our main 
office in Minnesota, which does not permit branch banking, and we 
own banks in three other States in the Ninth Federal Reserve District. 
If the provisions of section 5 (d) become law we will be completely 
prohibited, not only from acquiring stock in banks outside of Minne- 
sota where we already have a majority ownership. Since in most 
cases we own substantially all of the stock of our affiliated banks, the 
directors of such banks can purchase stock necessary to qualify them 
as bank directors only from us and if this legislation were enacted we 
would be unable to buy back any such stock in banks outside of Min- 
nesota upon the death of the director or at any other time. It would 
follow naturally that gradually our ownership of stock in such banks 
would be diminished over the years until we lost control of them. 

My third point is the subject of the right of a State to prohibit 
future acquisitions by a bank holding company of stock of a national 
bank. 

The philosophy of section 5 (d) in giving the States control over 
who can own stock in a national bank has been said to be required by 
a proper recognition of States rights. Nobody is more solicitous 
than we are of the rights of the individual States: no one dreads 
more than we the centralization of authority in the Federal Govern- 
ment in Washington, which has developed so rapidly in the recent 
past. However, we are here dealing with the national banking system 
and with a proposal which would allow the 48 States seriously to 
interfere with the future growth and operation of that system. 

A complete recognition of States rights would lead to the abolition 
of the national banking system. The mere statement of this sugges- 
tion demonstrates that the very existence of the national banking 
system is incompatible with States rights in their fullest degree. The 
banking history of the United States has been a compromise between 
the rights of the Federal Government and States rights, and the result 
has been the existing dual banking system. As we understand it, our 
national philosophy for many years has been to attempt to keep the 
national banks and State banks on a basis of equality so far as com- 
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petition is concerned, so that neither national banks nor State banks 

ave outstanding competitive advantages over the other. Always, 
however, this is subject to the needs of the Nation as a whole for a 
countrywide national banking system. 

Today, the national banking system is an essential, indispensable 
adjunct of the National Government. Without it, an orderly opera- 
tion of our Government cannot be conceived. Certainly the Federal 
Government cannot afford to leave this vital function wholly to the 
control of the 48 separate States with all the variances and divergencies 
which would result. 

It is true that Congress abdicated to the States its powers with 
respect to branch banking by national banks. Such partial abdi- 
cation does not mean that Congress should abdicate further, but 
rather that it should carefully guard its remaining powers over the 
national banking system and the sup ply of capital available therefor. 

The country as a whole has an interest in the national banking 
system, whic h extends into every State. Conceivably, the State it- 
self might not recognize such national interest and might short- 

ightedly legislate to the detriment of the entire banking structure 
of the State, if Congress permits it to do so with respect to national 
banks. aaerreny speaking, State laws permit smaller capitaliza 
tion for State banks than is required for national banks and in many 
other respects the State banking law is often more liberal than the 
National Banking Act. Many communities cannot locally raise the 
‘apitel necessary for a nat’onal by k, although they may be able to 

» so with respect to a State bank because of the lower requirements 
of the State law. If bank holding companies are prohibited from 
owning stock in national banks—and presumably also in State banks 
in such a State—the national banking system within the State may 
well be hampered since capital from holding companies may not be 
available for national banks, and the tendency will be to organize 
State banks with less capital. This may be in conformity with the 
policy of the State but, we repeat, the Nation as a whole and the 
Federal Government are vitally interested in maintaining a sound 
national banking system in each State, regardless of local policy. 

Never before has the suggestion been made that States should be 
permitted to control the sources of capital for national banks. The 
suggested provisio n would do so to a substantial degree since the 
collective capital of many persons made available by bank holding 
companies would not be available under the proposed law in States 
expressly forbidding bank holding company acquisitions. 

The suggested provision would be a step backward in our economic 
life; it would in effect permit each State to impose a tariff with 
respect to banking capital supplied by bank holding companies; it 
would prevent the free flow of banking capital across States lines, 
ind might retard the development of those States which had less 
banking capital available within their own borders. 

The national banking system will and should grow and expand 
with the expanding economy of the country. The last 20 years has 
seen an enormous increase in the capital structure of the banks of 
the country, both State and national. Banks must compete with all 
other business concerns in seeking the additional capital required by 
this expansion. In no other business is capital forbidden to cross 
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State lines, and in no other business does a State determine who are 
to be the owners of the business. A very substantial source of the 
capital which will be required in the future for the national banking 
system will be cut off under the proposal. 

In considering this legislation the requirements of all parts of the 
country should be considered. Bank holding companies may well be 
of more economic value in some areas of the country than in others. 
Some of the States, particularly the newer ones, have small popula- 
tions, wide geographical expanse, comparatively short histories, and 
have not had the opportunity to build up a great deal of capital. In 
many instances the communities in such States look to a metropolitan 
center elsewhere as their commercial, financial and economic capital. 

Congress has abdicated far enough in permitting the States to regu- 
late branch banking. The bank in a bank holding company system 
enjoys no substantial competitive advantage over the individually 
owned bank in its community. The branch bank under the same cir- 
cumstances would have a tremendous competitive advantage. There 
may have been reason, therefore, for the abdication by Congress of its 
powers over branches of national banks but no comparable reason 
exists for handicapping the national banking system in obtaining its 
capital needs through bank holding companies regulated by the 
Federal Government. 

In any event, and whatever legislation is enacted, a bank holding 
company should be free, without the approval of anyone, to buy 
minority shares in banks where it already owns a majority of the stock. 
In such cases the bank is already controlled by the bank holding com- 
pany and no public policy is served by requiring the approval for ac- 
quisition of additional stock. The requirement of such approval will 
be a substantial hardship on minority stockholders since it will handi- 
cap the sale of the stock in the most important market which ordinarily 
exists under such circumstances, viz, the bank holding company itself. 

I have already testified that we would support reasonable legislation 
and I have outlined on pages 16 to 20 of my written testimony the type 
of legislation which we feel to be reasonable and which, in our opinion, 
will be amply sufficient to provide against all foreseeable abuses. In 
the same numbered pages my views as to divestment of nonbanking 
interests are set forth. I will not take the committee’s time to repeat 
them. 

Thank you. 

Senator Gotpwater. Do you have anything that you would like to 
add to that prepared statement ? 

Mr. Jenxrns. I hardly think so. Our original form was filed. No, 
thank you kindly, sir. 

Senator Gotpwater. Thank you very much, Mr. Jenkins, for your 
patience, and we apologize for the interruption that occurred yester- 
day. 

Mr. Jenkins. Thank you. 

Senator Gotpwater. The committee will stand in recess until 10 
o’clock tomorrow morning, when the first witness will be Mr. Belgrano 
of Transamerica. 

(Whereupon, at 4:45 p. m., the committee recessed, to reconvene at 
10 a. m., Wednesday, June 23, 1954.) 
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hers. 
ula- WEDNESDAY, JUNE 23, 1954 
and Unirep States SENATE, 
4 In CoMMITTEE ON BANKING AND CURRENCY, 
7. Washington, D. C. 
a The committee met, pursuant to recess, at 10: 10 a. m., in room 301, 
al Senate Office Building, Senator Homer E. Capehart (chairman) 
' iv presiding. 
ms Present : Senators Capehart and Lehman. 
‘ea : The Cuarrman. The committee will come to order. 
f ite The first order of business will be, without objection, inserting in 
id . the record a statement of the First National Bank Trustees of Louis- 
son : 
: yiiie, 
> its ville, Ky 
+ (The statement referred to follows:) 
1e 
: STATEMENT OF THE First NATIONAL BANK TRUSTEES OF LOUISVILLE, Ky., HENRY 
ling ! OFFUT, SECRETARY 
l 4 I . . 
buy If there is additional regulatory legislation affecting bank holding companies 
OCK. (which we do not think is required) ; the Frist National Bank Trustees of Louis- 
om- ville, Ky., request inclusion of the following in any bill: 
-ac- “The prohibitions of this section shall not apply—to the ownership by a bank 
will holding company of shares or other securities or obligations of an investment 
li company which is not a bank holding company and which is not engaged in any 
ac 1- business other than investing in securities: Provided, That if the Board, after 
rily notice and opportunity for hearing, determines that the ownership or control of 
self. such shares, securities, or obligations of any such investment company is result- 
tion ing in the violation or evasion of any of the purposes or provisions of this act, it 
a may by order require such bank holding company to dispose of all or any part 
ype thereof forthwith.” 
ion, This provision is not new. It was included in S. 1118 83d Congress 1st session 
In as section 6 (b) (6), and has been included in several bills considered by previous 
ing congressional committees, including that reported out by the Committee on 
ies 4 Banking and Currency of the House of Representatives 82d Congress 2d session 


eat in H. R. 6504 section 6 (b) (5). 

The inclusion of the suggested paragraph in former bills was the result of 
careful consideration and extended discussions. It was included before, and 
should again be included, since (1) it is beneficial to the public interest in that it 
makes for sounder banking, and (2) it has a built-in safeguard in the form of 
the proviso clause. 

No, We believe that our situation in Louisville, to which this statement is directed, 
will demonstrate both the propriety of the clause and the injustice that would 
result if it is not included. 


2 to 


our 
ter- WHO THE FIRST NATIONAL BANK TRUSTEES ARE 
On July 1, 1925, a trust agreement was entered into by the stockholders of the 
First National Bank of Louisville with various other corporations whereby all 
10 of the stock of the bank (except qualifying shares) and all of the stock 
ano (except qualifying shares) of the Kentucky Title Savings Bank & Trust Co., 


now the Kentucky Trust Co., was placed in trust. Assets of the trust also include, 
sat today, 4,546 shares out of 5,000 shares of the stock of the First National Bank 
: : of St. Matthews, and all of the shares (except qualifying shares) of the First 
National Bank of Buechel, These latter two are small banks located in suburban 
communities just beyond the present city limits of Louisville. 


661 











662 BANK HOLDING LEGISLATION 


The trust also owns an investment company known as the First Kentucky 
Co., which is concerned with investing its own money in readily marketable se- 
curities, in the manner of a managemenut-type investment trust, not in controlling 
companies the stock of which it owns. As of December 31, 1953, this company 
showed a caiptal, surplus, and investment reserve of $3,796,799.40 at book 
value, which was 19.6 percent of the total capital funds of the trust. First 
Kentucky Co.’s net asset value at market as of the same date was $6,021,919.37. 

The trust also owns a small fire insurance company known as the First 
Kentucky Fire Insurance Co., doing business primarily as an agent and writing 
over 95 percent of its business in the county in which it is located. 

The foregoing are all of the assets of the trust other than cash and United 
States Government bonds. A consolidated statement of the trust as of December 
31, 1953, is attached as exhibit A. 

Len: ficial interests in this trust are owned by 769 individuals, fiduciaries, 
and others. 


THE POSITION OF THE TRUSTEES 


We do not think it has been demonstrated that holding companies have not 
been operated in the public interest or that their expansion has resulted in 
unfair competition, but since we are most concerned with the provisions of the 
bill that will require divorcement of nonbanking affiliates our statement is 
directed to this part of the proposed legislation. 

We are concerned, seriously and sincerely, in the preservation of our right 
te continue to hold the stock of the First Kentucky Co., because we believe that 
it has been and will continue to be a tremendous aid to sound banking and to 
the safe operation of the banks which we own. Its maintenance is very much 
in the public interest. While the First Kentucky Co. has been a prefitable 
operation since its inception, it has been and is primarily a reserve fund or 
cushion for the protection of the depositors of the banks and the beneficiaries 
of estates held by the trust company, as will be shown hereinafter. It represents 
the most liquid type of risk capital that can be used to meet the exigencies 
arising in any one of the four banks. 


FIRST KENTUCKY CoO. 


First Kentucky Co., incorporated January 14, 1926, has been operated con- 
sistently through this entire period as a company investing its assets in a 
diversified list of marketable securities or using its assets for the benefit of 
its bank affiliates. None of its activities have been affected by the Banking 
Acts of 1933 or 1985. It does not underwrite or distribute securities as a 
broker or dealer. A consolidated operating statement of the First Kentucky 
Co. for the period since its incorporation through December 81, 1953, is 
attached as exhibit B. In this period there was paid into the capital and 
surplus of First Kentucky ©o., $5,545,000 (this includes $1,080,000 paid into 
First Kentucky Co. by merger with its predecessor, the Louisville Securities Co., 
which was established in 1921 with a capital of $6,000). In the period 1926-53, 
inclusive, earnings total 87,714,007. Expenses before taxes and dividends were 
$956,209, including salaries of $636,692. Dividends in eash and kind total 
$6.752,885. Of this amount cash dividends paid to the trust and distributed to 
holders of trustees certificates total $4,456,798. 


HOW FIRST KENTUCKY CO, HAS AIDED THE GROWTH OF AFFILIATED BANKS 


In addition to the dividends in the amount of $4,456,798 referred to above, 
cash dividends of $200,000 and $500,000 were declared in 1981 and 1933 by First 
Kentucky Co. to the trust which, in turn, paid this money into the surplus of 
the First National Bank of Louisville. This action was taken to support the 
growing business of this commercial bank. This payment was made at a time 
when certificates evidencing participation in the trust were selling for 50 percent 
of book value and when bank stocks in general were selling at a discount from 
book value of 50 percent and more. This payment was greater than all the 
capital, surplus, and undivided profits previously subscribed by stockholders of 
the bank. 

The First Kentucky Co. also invested $500,000 in 1931 in additional shares 
of the First National Bank of Louisville to increase the bank’s capital by 50 
percent, in support of its growing business, and conveyed the shares of First 
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National Bank so purchased as a dividend in kind to the trust. Similar 
actions were taken with respect to other affiliates of First Kentucky Co., who 
received dividends totaling $1,079,280. The sum of cash dividends and dividends 

kind paid to the trustees and not distributed to holders of trustees certificates, 
s $2,279,280. 

In 1952 and 1953 First Kentucky Co. paid cash dividends in an increased 
amount in order to permit the First National Bank of Louisville and the Kentucky 
Trust Co. to accumulate their entire earnings and thus increase their capital funds, 
to support their growing business, and yet permit shareholders of First National 
Bank trustees certificates to receive regular distributions of dividends. Capital 
funds of the First National Bank of Louisville and the Kentucky Trust Co. 
have consistently been large in relation to deposits and risk assets when com- 
pared to other banks, and it is the aim of management to keep them that way 
as the vigorous growth of these two banks continues. 

At December 31, 1953, after having paid to the trust dividends totaling $6,736,- 
079, First Kentucky Co. as above mentioned had a capital, surplus, and investment 
reserve of $3,796,799; the market value of its investments was $6,021,919. 


HOW FIRST KENTUCKY CO. SUPPORTED AFFILIATED BANKS DURING THE DEPRESSION 


The importance to banks of having a reservoir of available liquid capital 
in troubled times is readily apparent to all. During the great depression of 
1981-34 when so many banks had difficulties, the First Kentucky Co. proved its 
value to its affiliated banks and to the community when its directors adopted 
a resolution pledging its resources to guarantee the value of the assets of the 
First National Bank of Louisville and the Kentucky Title Trust Co. This reso- 
lution, adopted voluntarily by the directors of First Kentucky Co. on March 
9, 1932, is attached as exhibit C. 


CONTRIBUTION OF FIRST KENTUCKY CO. TO DEVELOPMENT OF INVESTMENT DEPARTMENT 


The Kentucky Trust Co., a corporation founded in 1900 as the Kentucky 
Title Savings Bank & Trust Co., was for many years operated as a savings 
bank and, in addition to the business of receiving time deposits, loaned money 
secured by first mortgages on real estate. In 1926 this company seriously under 
took the acquisition of trust business. Book value of trust assets at the end 
of 1926 was $1,302,000; at the end of 5 years, 1930, $6,144,000; end of 1935, $15 
714,000; end of 1940, $33,262,000; end of 1945, $47,792,000; end of 1950, $75,238.- 
000; end of 1953, $106,.580,667. The growth. of this department has been nurtured 
and supported in large part by investment personnel trained and, through the 
early days of the development of this department, paid by First Kentucky Co. 
Similarly, competent investment personnel has contributed to the excellent in 
vestment record of the First National Bank. 





FIRST KENTUCKY FIRE INSURANCE CO. 


All of the stock of the First Kentucky Fire Insurance Co. (except directors 
qualifying shares) is held in the trust. If legislation as proposed in the commit 
tee print is passed, we will be forced to dispose of this investment. 

We do not understand legislation which forces us to dispose of the stock of 
the First Kentucky Fire Insurance Co., but which permits the retention of a simi 
lar company by other banks because the stock of the company in the latter case 
is owned by the bank and not by the holding company. We believe there are 
several such situations. We know specifically of one such situation. The main 
office of the Bank & Trust Co. to which we refer is located within 100 yards of 
our main office. They are our competitors. They are larger than we are. They 
operate a fine bank. They own a fire-insurance company. Its stock is all held 
by the bank. Because the stock is held by the bank and not by the holding com- 
pany affiliate, it would be retainable. We have no quarrel with their ownership 
of a fire-insurance company. On the contrary we think it is perfectly sound and 
proper. But we likewise believe it is sound and proper for the First Kentucky 
Fire Insurance Co. to be owned by the First National Bank trustees. We regret 
referring to a competitor for whom we have nothing but respect, but could think 
of no better way to show that the proposed legislation would be unfairly dis 
criminatory. 


384937—54—pt. 3—- 
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NEED FOR AN OBJECTIVE STUDY OF NONBANKING AFFILIATES BY THE COMMITTEE 


We feel very sure that it is not in the public interest to require severance from 
bank holding companies of all nonbanking affiliates where their activity is limited 
to owning a diversified list of marketable securities or holding stock in a corpora- 
tion which a member bank may own. The Federal Reserve Board has recognized 
the justification for ownership by a bank holding company of diversified invest- 
ments outside the field of banking, and we submit that the principle applies equal- 
ly to ownership of such securities by a holding company affiliate. 

The Federal Reserve Board comment on this matter, included in their memo- 
randum submitted to Senator Robertson in April 1950, in connection with S. 
3547, which was offered as a substitute for S. 2318, is as follows: 

“Comment: The substitute bill contains an exception to this provision which 
would permit the ownership of 5 percent or less of the securities of any one com- 
pany. Such an exception, the Board believes, is a justifiable one because it per- 
mits a bank holding company to continue to have diversified investments where 
the amount of each such investment is so small that it does not contravene the 
basic objective of the bill. In this connection, it should be noted that under pro- 
visions of existing law which would still be applicable to any holding company 
which held a voting permit, a holding company is required to build up certain 
reserves of readily marketable assets; these assets now may consist of readily 
marketable stocks, as well as bonds, and there appears to be no good reason why 
this should not continue to be permitted.” 


REQUEST FOR AMENDMENT TO THE COMMITTEF PRINT 


Specifically we respectfully urge the following: 

(1) That no additional legislation with reference to bank holding companies 
is required. 

(2) That if legislation is originated by the Senate Banking and Currency 
Committee, the committee print be amended to include section 6 (b) 6 of S. 1118 
(83d Cong., Ist sess.) which is identical with section 6 (b) 5 of H. R. 6504 (82d 
Cong., 2d sess.) as follows: 

“The prohibitions in this section shall not apply to the ownership by a bank 
holding company of shares or other securities or obligations of an investment 
company which is not a bank holding company and which is not engaged in any 
busineess other than investing in securities: Provided, That if the Board, after 
notice and opportunity for hearing, determines that the ownership or control 
of such shares, securities or obligations of any such investment company is 
resulting in the violation or evasion of any of the purposes or provisions of this 
act, it may by order require such bank holding company to dispose of all or any 
part thereof forthwith.” 

(8) That any iegislation should provide that a holding company can retain 
an investment in the stock of any company which it “is legal for a bank which 
is a member of the Federal Reserve system or insured by the FDIC to retain.” 


Exureir A 
REPORT FOR 1953 


January 1—December 31 


This is a report of the trustees under a trust agreement with reference to 
the stock in the First National Bank of Louisville, Ky., and other corporations. 


To THE OWNERS oF FIRST NATIONAL BANK TRUSTEES’ CERTIFICATES 


On July 1, 1925, all of the shareholders of the Kentucky Trust Co. and all of 
the shareholders of the First National Bank of Louisiville, Ky., placed the stock 
of these companies in this trust, receiving in exchange First National Bank 
trustees’ participation certificates. All of the capital stock of these two banks 
(except directors’ qualifying shares sold under a repurchase agreement), and all 
of the common stock of First Kentucky Co. (an investment company with assets 
invested in marketable securities), First Kentucky Fire Insurance Co. and First 
National Bank of Buechel are held in this trust for your beneficial interest. In 
addition, the trust owns 4,546 shares of the capital stock of First National Bank 
of St. Matthews out of 5,000 shares outstanding, this holding having been in- 
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creased by the purchase of one additional share during the year. A brief 
description of the functions of the six corporations owned by the trust is given 
pelow. The purpose of this summary is to emphasize the fact that each trustees’ 
certificate represents a share in the assets and earnings of six separate corpora- 
tions. While each corporation is a separate entity, each serves to complement 
the services of the other. This close, coordinated relationship results in benefits 
for both the customers of the corporations and the holders of trustees’ certi.icates. 

1. First National Bank of Louisville—‘the oldest national bank in the South”’— 
is a large commercial bank. Through its 11 neighborhood offices, Louisville is 
offered a complete banking service. 

2. The Kentucky Trust Co. offers a complete individual and corporate trust 
service and a banking service for its trust customers. 

3. First Kentucky Co. is an investing company. Its assets consist of market- 
able securities. Income from these securities is the source of dividend paid 
on its capital stock. 

4. First Kentucky Fire Insurance Co, operates as an underwriting fire company 
and as an agency provides full facilities for all lines of fire, marine, casualty, 
and surety coverages. 

5. First National Bank of St. Matthews is a neighborhood bank in the St. 
Matthews community of more than 20,000, which adjoins Louisville on the east. 

6. First National Bank of Buechel is a neighborhood bank organized November 
1, 1951, to provide banking service in the locality of General Electric’s 
appliance park. 


Assets held in trust, Dec. 31, 1953 
A ffiliated 
corporations 
Shares and descriptions book value * 
20,000 First National Bank of Louisville, Ky., common $100 par___ $9, 052, 358. 10 
10,000 the Kentucky Trust Co., Louisville, Ky., common $100 par__ 3, 004, 825. 32 








40,000 First Kentucky Co., Louisville, Ky., common $10 par_____~- 2, 283, 541. 12 
1,500 First Kentucky Fire Insurance Co., Louisville, Ky., $100 par_ 308, 814. 43 
4,546 First National Bank, St. Matthews, Ky., common $20 par____ 279, 447. 93 
1,000 First National Bank, Buechel, Ky., common $100 par__-__-~~- 161, 705. 54 
Je (EE SES UL 
SII. <o-sacs sultan lamas atbaees ue cpaaciioienenap ian RU ctaiess clit Slidecasts 16, 579. 55 


Total assets of trust, evidenced by 138,501 First National 
Bank trustees’ certificates__.__._._____- eissieceneididinmicnttinn) ity Os ees 
1 The book value on the trustees’ books is equal to capital, surplus, and undivided profits 
of affiliated corporation applicable to stock held in the trust. 
Consolidated balance sheet 


RESOURCES 


Cash and due from banks____-~-~~- sccnsdstiieier iaeidil gute teiaw $46, 915, 141. 91 
United States Government securities___...._..-._---------_---- 78, 283, 925. 85 
Other investment securities._..__._~~- Tn ee YF FS 
Federal Reserve bank stock_______-__---~-~- Sil oil teats eaianias 326, 250. 00 
I i GOO bccn tdi eninge mommamemen . 50,174, 673.33 
Accrued interest receivable and deferred expenses__._.____------ 517, 784. 31 
IE Ss: cl corcdncinncecgieieiliaianiaseiettand dal etpiniditaligthciretinias apqreimmaemenenesins 224, 590. 99 
Banking houses, furniture and equipment___--__---__-___-----~- 1, 303, 273. 41 
187, 769, 066. 61 
LIABILITIES 
IN ie eee ae sei i iden -- 169, 028, 089. 46 
Accrued interest, taxes, expenses, and unearned discount_____-_~_ 1, 515, 259. 21 
Reserve for investments, First Kentucky Co__.-.-_--__-__-_---~- 1, 513, 258. 28 
I NI ian aia alicia, telat naan dublin ith toeepsidihcyichsornitetintaesh 583, 359. 31 
Net worth (capital, surplus, and undivided profits) : 

Nquity applicable to stock held by others than your trustees_ 38, 407. 91 

Bquity applicable to stock held and controlled by your 
Sch a ao oc an yest teclUadilpastn lb aisle winds tvcob 15, 090, 692. 44 


187, 769, 066. 61 
Notg.—Intercompany deposits of $924,852.35 have been eliminated in the above statement. 
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1953 CoMPARED WitrnH 1952 


The following tabulation presents pertinent comparative figures relative to 
the trust as of the dates indicated : 


Year ending Year ending 
Dec, 31, 1952 Dec. 31, 1953 


Trustees’ certificates outst anding 138, 50 


|= 


138, 501 


$14, 014, 133.76 | $15, 107, 271. 99 
i 
| 





Con slidated book value 


| 
| 


Per certificate ! b's é j 101.18 | 109. 07 
Resurves not includad above-. | 4,856, 304. 50 4, 224, 569. 17 
Per certificate ? 35. 06 30. 50 
Consolidated net operating earnings before taxes 2, 038, 243. 80 | 2, 220, 673. 79 
Per certificate ? 14.72 | 16. 03 
Corsolidated income taxes... 826, 740. 75 934, 813. 46 
Per certificate 5.97 6. 75 
Consolidated net operating earnings 1, 211, 503. 05 | 1, 285, 860. 33 
Per certificate ? 8. 75 9. 28 
Taxes and other expense of the trust 21 | .23 
Net earned per certificate _. 8. 54 | 9. 05 
Dividends paid___- 43.15 | 3. 60 


! The consolidated book value is that part of the capital, surplus and undivided profits of the affiliated 
companies applicable to the stock of those companies owned by the trust. It includes, however, no value 
for substantial reserves established by those companies by transfer from undivided profits to reserves. 
(See footnote 2 

2 These reserves in published statements of the First National Bank, the Kentucky Trust Co., First 
Kentucky Fire Insurance Co., First National Bank of St. Matthews, and First National Bank of Buechel, 
are deducted from the book value of the assets to which they apply, but in the statement of First Kentucky 
Co. are separately stated 

Consolidated net operating earnings are reported without regard to capital transactions. As stated, 
they are after providing for estimated income-tax requirements and after deducting the allowed deprecia- 
tion on bank buildings, vaults, and equipment. It has been the general practice of the several companies 
to charge off, in the year acquired, the cost of all furniture and fixtures purchased. ‘These chargeoffs have 
not been deducted from the earnings reported, nor have voluntary transfers made from undivided profits 
to reserves been deducted. As usual, the consolidated net operating earnings do not include the net gain 


or loss resulting from recoveries on loans or the losses taken on loans, or the net profit or loss taken on 
securities sold. 


* The quarterly dividend was increased Dec. 15, 1952, from 75 cents to 90 cents. 


sea om ira sac on easement 


snd ge Eu 


Es 
1 
q 
i 
5 





EARNIN' 
DIVIDEN 


grow 





to 





BANK HOLDING LEGISLATION 667 


A DECADE OF GROWTH 


First National Bank Trustees’ Certificates 


DIVIDENDS 


cae oe 


1943 1945 1946 1947 1948 1949 1950 1951 1952 1953 


The Chart above gives you a graphic picture of the of the Board of Directors to retain a substantial part of 
growth in earnings, dividends and book value per Trus- earnings in the business to keep pace with the ex- 
tee Certificate since 1943. The increase in book value panded Capital requirements of the various Affiliated 


reflects the steady increase in earnings, and the policy Corporations. 
HIGHLIGHTS oF 1953 

With profound sorrow we report the death of Mr. Frank I. Dugan, vice presi- 
dent, on November 6, 1953, and Mr. Edwin C. Horn, assistant vice president, on 
December 14, 1953. These officers were associated together in the management 
of the Security Bank for many years prior to its acquisition by the First National 
Bank in 1951. Their long experience in banking and high personal qualities 
were of great value, and they will be sorely missed. 

On December 31, 1953, the directors of the First National Bank transferred 
$1 million from “Undivided profits” to “Surplus,” increasing surplus from $5 
million to $6 million. Combined capital and surplus were thereby increased 
from $7 million to $8 million. On the same date the directors of the Kennedy 
Trust Co. transferred $500,000 from ‘Undivided profits” to “Surplus,” increasing 
surplus from $1 million to $1,500,000. Combined capital and surplus were thereby 
increased from $2 million to $2,500,000. The retention of a substantial part of 
our earnings in the business has been necessary in order to maintain a con- 
serv ative ratio of capital funds to a steadily growing volume of deposits and 
trust funds. This increase in capital funds affords greater protection for 
depositors and trust customers and larger lending facilities to the banks. 
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The addition of a fourth floor to the Fifth Street wing of the main office was 
completed during the year. The space is now occupied by the bookkeeping and 
transit departments and an attractive new employees’ lounge. The time loan 
department was moved from the first to the second floor into space vacated by 
bookkeeping, in order to provide larger quarters necessitated by the growth of 
this department. The entire building has been redecorated and the second floor 
lounge for women employees has been remodeled. Two modern automatic ele- 
vators have replaced the original equipment. 

An all-wealther air-conditioning system was installed at the main office during 
the spring and summer months. It has added greatly to the comfort of customers 
and efficiency of operation. 

During the year, the northeast corner of Eastern Parkway and Shelby Street 
was purchased and plans are now being prepared by architects for immediate 
construction of a handsome new office which will replace our rented facilities 
at Preston and Oak. 

The First National Bank of St. Matthews continued to show a highly satis- 
factory growth in deposits and earnings. 

The First National Bank of Buechel, our newest affiliate, showed gratifying 
progress in its second full year of business. Its directors elected Mr. K. Raymond 
Badgett, assistant cashier, to assume the active management of the bank. 

During the year, First Kentucky Co. declared as a dividend to the trustees its 
holding of the entire common stock of First National Bank of Buechel, so that 
this bank is now owned directly by the trustees. 

The trust department of the Kentucky Trust Co. enjoyed a new record year 
of growth as measured by increase in book value of trust assets and by the 
volume of trust commissions. 

The Women’s Finance Forum, first conducted in 1951, and repeated in 1952, 
was again presented in 1953. It is the only such forum yet to be held by any 
bank in Louisville. 

Diversified trust fund A, the first common trust fund to be established in 
Kentucky, continued to prove its usefulness as a medium for the advantageous 
investment of appropriate trusts. 

First Kentucky Fire Insurance Co. has returned to the second floor of the 
main office after 2 years in quarters outside the building. 

Mr. James H. Ewing, formerly cashier of the First National Bank of Buechel, 
was elected assistant vice president of the First National Bank, Louisville, on 
November 27, 1953. On December 18, 1953, Mr. Victor L. Bitter, of security office, 
formerly assistant cashier, was also elected assistant vice president of the First 
National Bank. On January 15, 1954, Mr. Clarence M. Kelly, manager of the 
East Broadway branch, was elected assistant cashier of the First National Bank. 

On January 15, 1°54,-Mr. Carl B. Eastes, formerly assistant trust officer, was 
elected trust officer of the Kentucky Trust Co, 

On January 15, 1954, Mr. Clifford E. Clark, Jr., was elected secretary of the 
First Kentucky Fire Insurance Co. 

You, as a shareholder in the trust, are cordially invited to ask for any informa- 
tion you may wish about the trust or any of its assets. We urge you also to know 
better and to use more fully the many services and facilities offered by the 
corporations owned by the trust. They are available to meet your banking, 
trust, and insurance needs. 

Rapu C. GIrrorp, 
Chairman. 


Your DIREcTORS 


The directors of First National Bank of Louisville, the Kentucky Trust Co., 
First Kentucky Co., and First Kentucky Fire Insurance Co. are: 
Charles W. Allen, Glenview, Ky. 
George R. Armstrong, executive vice president, Louisville Gas & Electric Co. 
J. McFerran Barr, president, First National Bank. 
George R. Bickel, vice president, Henry Bickel Co. 
Charles R. Bottorff, president, Belknap Hardware & Manufacturing Co. 
George Garvin Brown, president, Brown-Forman Distillers Corp. 
Archie P. Cochran, president, Cochran Foil Co. 
William C. Dabney, president, Devoe & Reynolds Co., Inc. 
Ralph C. Gifford, chairman of the board. 
Timothy V. Hartnett, president, Brown & Williamson Tobacco Corp. 
Eugene D. Hill, president, Louisville Cement Co. 
Preston P. Joyes, vice president, Brown Lumber Co. 
J. Van Dyke Norman, Jr., executive vice president, the Kentucky Trust Co. 
Henry Y. Offutt, president, the Kentucky Trust Co. 
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Otis W. Pickrell, president, Pickrell & Craig Co., Inc. 
Douglass W. Potter, executive vice president, First National Bank. 


John W. Price, Jr., surgeon. 


Franklin F. Starks, president, Starks Building Co. 
James W. Stites, Stites, Wood, Helm & Taylor, attorneys. 
William A. Stoll, director, Stoll Oil Refining Co. 

Elbert Gary Sutcliffe, Harrods Creek, Ky. 


Your COMMERCIAL BANK 


December 31, 1953 


RESOURCES 


Cash and due from banks 
U. S. Government securities 


U. 8S. Government instrumentalities____ 
Municipal and other tax-exempt obligations_..._....._..-.- ~~ 
LOG iss Divi in th dei lb reecien rentiiteineene stapes 


Federal Reserve bank stock 

Bank buildings___~-~- 

Income receivable 

Other 
Total 


en 


. $438, 260, 760. 83 
66, 926, 993. 84 
1, 421, 250. 72 
4, 684, 411. 80 
41, 553, 356. 18 
240, 000. 00 
869, 243. 24 
429, 912.13 
177, 862. 44 


563, 791.18 


LIABILITIES 


Capital es a ee te hie 
Surplus___- seine 
Undivided 


Deposits (net) - ‘ . * 
Accrued interest and taxes 

Interest collected, 
Other liabilities- 


Total_ 


profits. i nisseitheticttiaetimn aaa antiieleics 


ROOT IG tistics 


$2, 000, 000. 00 
6, 000, 000. 00 
1, 052, 358. 10 


$9, 052, 358. 10 
149, 133, 553. 11 
576, 435. l 4 
517, 151. 83 


284, 295. 00 


159, 563, 791.18 


OFFICERS 


Ralph C. Gifford, chairman of the board 

J. McFerran Barr, president 

Douglass W. Potter, executive 
president 

John W. Barr III, vice president 

Arthur W. Brown, vice president 

Hubbard G. Buckner, vice president 

Howard C. Davis, vice president 

Stuart H. Mann, vice president 

J. Van Dyke Norman, Jr., vice president 

Henry Y. Offutt, vice president 

Henry D. Ormsby, vice president 

8. Albert Phillips, vice president 

Robert H. Slater, vice president 

Keith C. Spears, vice president 


vice 


Paul Jagielky, cashier 

Victor I. Bitter, assistant vice president 

James H. Ewing, assistant vice pres- 
ident 

James C. Irwin, assistant cashier 

Bernard M. Kute, assistant cashier 

James 8. McKenzie, assistant cashier 

Elmer H. Wedekind, assistant cashier 

C. L. A. Johnson, auditor emeritus 

EB. C. Ries, auditor 

Richard K. Straub, auditor 

Louis J. Menges, personel manager 

C. Haydon Stanley, credit manager 

Clarence M. Kelley, assistant cashier 
Elected January 15, 1954. 


Your Trust COMPANY 
Dee. 31, 1953 


RESOURCES 


Cash and due from banks 


U. $8. Government securities___.________ 


Loans ___ 
Bonds and securities 
Bank building 
Income receivable 
Other 


oases a? a oe 


Oe 


$2, 291,998. 39 
— — $7, 613, 182. 2 
6, 194, 559. ! 
715, 364. § 
383, 555. 
54, 051. 

1, 592. 


14, 962, 305. 98 
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Your Trust Company—Continued 


LIABILITIES 


Capital b mS 


Surplus - eS 
Undivided profits aiial.¥ 
Deposits (net) ’ shell iittala 
Accrued interest and taxes____-—- 
Other liabilities : ete cake 


Total scisen tiedniaalaiglip aan abe 


_...... $1, 000,000. 00 
_..... 1,500, 000. 00 
504, 825. 32 
- —— 3, 004, 825.32 
11, 420, 048. 68 
Piccclesaedii id ahd Ave ts 269, 988. 82 
adil a crenata 267, 443. 16 


14, 962, 305. 98 


OFFICERS 


Ralph C. Gifford, chairman of the board 

Henry Y. Offutt, president 

J. Van Dyke Norman, Jr., executive 
vice president 

J. McFerran Barr, vice president 

E. Rutledge Lilly, vice president 

S. Lyman Barber, senior trust officer 

Neville Blakemore, trust officer 

Joseph R. Gathright, trust officer 

Embry Lee Myers, cashier 

Harold W. Walton, treasurer 

Anderson C. Dearing, Jr., secretary 

Stuart H. Mann, comptroller 


Eugene A. McSweeney, assistant vice 
president 
Carl B. Eastes, assistant trust officer 
C. I. Welker, assistant trust officer 
Blizabeth D. Conner, assistant treasurer 
Robert A. Glasscock, assistant secretary 
Hugo J. Bobzien, assistant comptroller 
C. L. A. Johnson, auditor emeritus 
Sylvester I. Dries, auditor 
Kilian L. Seng, auditor 
Carl B. Eastes, trust officer 
Elected January 15, 1954. 


Your INVESTMENT COMPANY 


Dec. 31, 1953 


The First Kentucky Co. performs several functions for the trust; its most 
obvious one is the production of income, through interest and dividends on its 
investments. Investments consist of a diversified list of readily marketable 
securities, It is also a reservoir of capital which is available whenever it can 
be employed profitably for the benefit of any or all of the constituent companies 


or for the trust as a whole. 


ASSETS 


Cash in First National Bank of New York__ n 


$554, 245. 08 


Cash in the Kentucky Trust Co. of Louisville_- 46, 347. 03 


U. S. Government obligations__.___-~~- 
Other securities : 
Other bonds ale links dead ttio. Dell ana 
Preferred stocks_____-_~ 
Common stocks__  --- 


Miscellaneous investments: 


OE EEE IEEE EE I 


ND TI tin stn clistcnsdtaieteanes we 


SOEIEe DOC iiccencamstledaatten= 


= sieemapietestcents: dip, HO ty FO ee 


a 1, 125. 00 





— $600, 592. 06 
Se en ae 460, 000. 00 
_ $04, 447. 54 

333, 764. 40 


2, 766, 007. 87 





138, 500. 00 
11, 900. 00 


26, 525. 00 














ng. oie niece staccato cM is iit bi BAS sien 3, 858, 124. 93. 
LIABILITIES 
ACCORD PRPOUIOicicnencinso epi s =~ $593. 21 
Reserve for income taxes_____-~~- inc tastes alters 40, 732. 32 
Ramee Gok. CEO WR a scant cei 15, 000. 00 
$56, 325. 53 
Common stock and surplus: 
Common stock___...---- _... $400, 000. 00 
NI 5 na cecal cease a eaiatel 1, 844, 539. 65 
Undivided profits___._._._.-__ 39, 001. 47 
2, 283, 541. 12 
eee TG. on on es eas re 1, 5138, 258. 28 
——————-__ 8, 796, 799. 40 
SIN dicks eienicaincincaib lhc installs emeentniitinscate ta hcg ata at 8, 853, 124. 93 


AS iC HR ee 
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Your INVESTMENT 


COMPANY 


LEGISLATION 


Continued 


OFFICE ‘8 


Ralph C. Gifford, chairman of the board 

Henry Y. Offutt, president 

J. Van Dyke Norman, Jr., executive 
vice president 

J. MeFerran Barr, vice president 


Harold W. Walton, treasurer 

Anderson C. Dearing, Jr., 
treasurer 

Kilian L. Seng, secretary 

Stuart H. Mann, comptroller 


assistant 


Your Frre INSURANCE COMPANY 


Dec, 31 


, 1953 


RESOURCES 


and due from banks 
Government obligations 
and securities 

Reserve for contingencies 


Cash 
U. 8. 
Bonds 


Less 


Accounts receivable 
Furniture and equipment 


Total 


$14, 
103, 


S76. 2 
100. 
$265, 436 


£1, 567 


So 
"<p 
ia 


LIABILITIES 


Capital stock and surplus: 
Common _ stock 
Surplus 
Undivided profits 


Reserve for unearned premiums 
Reserve for Federal income taxes 
Reserve for fire losses 

Accounts payable 


Total 
OFFIC 
Ralph C. Gifford, chairman of the board 
J. McFerran Barr, president 
Henry Y. Offutt, vice president 
Samuel O. English, vice president and 
manager 


Elected January 15, 1954. 


$150, 000. 00 
100, 000. 00 
69, 314. 43 


‘ERS 


Douglass W. 
treasurer 

Stuart H. Mann, comptroller 

J. Van Dyke Norman, Jr., secretary 
the board 

Clifford E. Clark, 


Potter, secretary 


Jr., 


secretary 


Your BANK IN St. MATTHEWS 


Dec. 31, 


1953 


RESOURCES 


Cash and due from banks 

U. S. Government securities- 
Municipal and other bonds__ 
Federal Reserve bank stock 
Loans and discounts_—- 
Bank building_.._..._.____- 
Furniture and fixtures. __- 
Income receivable 

Other resources 


Total 


86 
03 
16 
00 


$1, 387, 059 
1, 937, 
287, 

6, 


ne 
933, 


Teed. 
TO 
412. 01 
, 092. 91 

1. 00 
, 825. 92 
, 079. 11 


8, 627, 678. 30 
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Your BANK IN St. MATTHEWsS—-Continued 


LIABILITIES 


I kisi aisha: <ccnscttmnap aiaants etein ages dibtnsublprsigincbemamanle 100, 000. 00 


UNS kts oet oe heh ol ee 125, 000. 00 
Undivided profits ___~_ i ARN a mn ease wi a 82, 355. 84 
SN ne i Sentence. VIBE 6.10 itor. 8, 254, 383. 84 
Accrued interest and taxes___________ ae sided weaned glial 37, 320. 72 


Interest collected—Unearned____ fone ee ely Sik 28, 617. 90 


Rett 8 Dias - sues a 627, 678. 30 
OFFICERS 
H. A. Nelson, chairman of the board Edgar M. Parsons, vice president 
Karl A. Straub, president T. H. Cooper, vice president and cashier 
Henry D. Ormsby, vice president Minnie K. Fust, assistant cashier 
DIRECTORS 
C. E. Bauer, president, Oil Terminals J. FE. Stanford, executive secretary, 
Corp. Kentucky Farm Bureau 
John C. Long, farmer Karl A. Straub, president 
H. A. Nelson, chairman Fred J. Stutzenberger, farmer 


Henry D. Ormsby, vice president 
Your BANK IN BUECHEL 


Dec. 31, 1953 


RESOURCES 
Cash and due from banks_____________~_ ee ee . $284, 706. 88 
U. 8. Government securities___........._._...... a cc la 535, 213. 11 
Federal Reserve bank stock_._.___--____- areata on ale Ci 4, 500. 00 
a Ee a ey OI rE eae ee Hi stare 480, 320. 60 
Furniture, fixtures, and equipment Ce a eth 6, 000. 20 
nT UNANIN 1 en piibiakapinashuny onedinetih 3, 994. 71 
en Set, Sk Se es ensivuslasin Sunnlecmabaremsniiodl 1, 828. 71 
ID ssrnin n cistern a titaneh ci nieeegc an Naat sis nessa bas sets doiadd da ca a 1, 316, 564. 21 
LIABILITIES 
Capital_- pi. EE i ee | ee sabeommapeia lea Rias iglesias 100, 000. 00 
Warnes I ia clans viaisie ia eieeiseiainiiall 50, 000. 00 
Undivided profits ___ seiepitonaeiiinllR in ties tke detains icsieibcaesin te ts ciea gia dnganatint aan 11, 705. 5 
Reserve for contingencies__.......__________ custhiip ctia tat tat ectictdtevee: 2, 263. 37 
Deposits _____— a a a eee ee RN RE 
Interest collected unearned s castendaanilh xseneiiniincseiaatt atiediiiesina altos sb, et 6, 975. 51 
Other liabilities___ pacar oot ees L ANB access: ate 663. 61 
I a a as sactecinespalldenGharuial ja chibi, tid eoin' sky May Os ek 
OFFICERS 
J. McFerran Barr, president James H. Ewing, cashier 
8. Albert Phillips, vice president K. Raymond Badgett, assistant cashier 
DIRECTORS 
J. McFerran Barr, president, First Na- William J. Leatherman, Leatherman’s 
tional Bank, Louisville, Ky. Pharmacy 
Oldham Clarke, attorney S. Albert Phillips, vice president, First 


William H. Collins, Collins Home Sup- National Bank, Louisville, Ky. 
ply Co. 
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Exureir B 


First Kentucky Co., LOUISVILLE, Ky. 


Consolidated operating statement, Jan. 14, 1926, through Dec. 


673 


831, 1953 


Amount paid in for capital and surplus__.__-__-.._-_._____-_---~ $5, 545, 000. 00 
Income : 
Interest, dividends, other income________--_ $4, 748, 800. 89 
Net investment gains_ “ oni . 2, 965, 206. OS 
Total. St wihialitats tinh ex tndtesnipeddisien nce hetieeaneiadiniitasal' Ret aan ae 
Disbursements : 
Expense ‘ $278, 153. 38 
Salaries _...~_- on ituthaeess 636, 692. 12 
Pension trust---— bis 13, 354. 76 
Dramatis saalsd ois ne tin ttle 21, 562, 70 
Pee iia is isd crete 6, 535. 86 
a Os cathe etica tt aed 956, 298. 82 
PRECS occu 


aincomanbicakny iy Tyan Oe 


2, 709, 322. 2 


ONG at ee eet ean tie liad eli tt atk itil 
Common dividends paid and dis- 
tributed to participants in trust. $4, 456, 798. 39 
ist preferred dividends_____-__~_ = 15, 918. 00 
2d preferred dividends____._____- 888. 30 
- : 473, 604. 69 
Common dividends paid to trust 
and then to the following: 
First National Bank of Louis- 
ville. Dek, Bes Sheet ete minds 200, 000. 00 
ST LSE Se a eee . 500, 000. 00 
First-Owensboro jank = «6 and 
SU I a a le 100, 000, 00 
en hatdicketatciseneike ase 50, 000. 00 
mutA. ibe 850, 000. 00 
Shares of affiliates purchased and 
passed on to trust as dividends 
in kind: 
5,000 shares First National 


sank of Louisville________- 500, 000. 00 
39 shares the Kentucky Trust 
Ges, PROG OET OB. citrate waste 8, 490. 25 
500 shares First Kentucky Fire 
Insurance Co____- sales 100, 000. 00 
52 shares First Kentucky Fire 
Insurance Co., preferred____ 5, 200. 00 
3 shares Kentucky Title Co., 
a Sexisintasiihieatianaemediianminnh 800. 00 
16 shares oe Bank & Trust 
6 eee a Se 4, 650. 00 
41 shares F irst- Owensboro 
Bank & Trust Co........... 9, 402. 96 
765 shares Madison-Southern 
National Bank & Trust Co_- 153, 200. 00 
2,369 shares trustees cer- 
Cetera sl 492, 029. 55 
1,000 shares First National 


Bank of Buechel_____-~----~ 161, 007. 88 
—_—_—_—_———__ 1, 429, 280. 64 


5, 004, 684. 73 


10, 549, 684. 37 


6, 752, 885. 53 





Capital and surplus Dec. 31, 19538_....._-_--.------_---~- 
Market value of investments Dec. 31, 1953_.._----- a a a 





8, 796, 799. 40 
6, 021, 919. 37 
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Exursir C 


Marcu 9, 19382. 

“Whereas the trustees under the ‘trust agreement with reference to stock in 
the First National Bank of Louisville, Ky., and other corporations, dated July 
1, 1925,’ own the entire beneficial interest in all except qualifying directors’ 
shares of the stock of the First Kentucky Co., the First National Bank of Louis- 
ville, Ky., and the Kentucky Title Trust Co. ; and 

“Whereas it is to the interest of all concerned that the value of the bonds and 
securities now or hereafter carried in the investment accounts of said First 
National Bank of Louisville and said Kentucky Title Trust Co. be stabilized 
without regard to the market fluctuations of said bonds and securities: Now, 
therefore, in consideration of the premises, be it 

“Resolved as follows: 

“The First Kentucky Co. does hereby guarantee to all persons, firms, or cor- 
porations, who are or might be affected thereby that the value of the bonds and 
securities now or hereafter carried on the books of the said First National Bank 
of Louisville and with said Kentucky Title Trust Co. is the true value thereof, 
and that no person, firm, or corporation will suffer any loss by reason of the 
market value of said bonds and securities being at any time different from the 
book value thereof, as shown on the books of the said First National Bank of 
Louisville and with said Kentucky Title Trust Co. Nothing herein is intended 
to or shall in any wise interfere with the power of the officers and directors of 
said First National Bank of Louisville and said Kentucky Title Trust Co. and 
said First Kentucky Co. to hold, sell, exchange, or otherwise deal in or with 
said or any securities.” 

The Cuarmman. Our first witness this morning will be Mr. Frank 
N. Belgrano, Jr., president and chairman of the board of Trans- 
america Corp. 

Now, do I understand that Mr. Harry Harding and Mr. DuBois 
want to be heard again for the independent bankers, and that Mr. 
Thomson will be heard in behalf of the opposition to the legislation ? 
Is that correct, Mr. Thomson ? 

Mr. Truomson. That is correct. 

The Cuatrman. Does that please everyone? 

Mr. Morris. | think Colonel Huntington said he would like the 
right of rebutt:', if necessary. 

The CHatmmany Everybody will be given an opportunity. We 
will hold the record open until next Monday night for the filing of 
statements on the part of anyone, 

Then, after Mr. Belgrano, we will hear Mr. Harding, Mr. DuBois, 
and Mr. Thomson. Then we will close the hearings, at least tempo- 
rarily, until Monday night for any additional statements that anyone 
might have for the record. 

All right, you may proceed, Mr. Belgrano. Do you have a pre- 
pared statement / 


STATEMENT OF FRANK N. BELGRANO, JR., PRESIDENT AND 
CHAIRMAN OF THE BOARD, TRANSAMERICA CORP. 


Mr. Betcrano. I have a prepared statement; yes, sir. 

The CuarrMan. Do you want to read it? 

Mr. Bererano. I would very much like to read it, and then subject 
myself to any questions. 

The CHamman,. Do you want these exhibits made a part of the 
record ? 

Mr. Bererano. Yes, sir. 

The CHatrMan. Without objection, your statement will be made a 
part of the record, including your exhibits, statistics, and so forth. 
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Then you may proceed in your own way and what you have to say 
will likewise be made a part of the record. 

Mr. Beierano. Thank you. 

Mr. Chairman and members of the committee, my name is Frank N. 
Belgrano, Jr. 1 am president and chairman of the board of Trans- 
america Corp. Transamerica is a bank holding company. I am here 
to testify in opposition to the three bills for bank-holding-company 
regulation pending before this committee. 

My principal objections to the bills are these : 

First, the proposed legislation would be very seriously detrimental 
to the business of Transamerica and thus to the interests of the 116,- 
000 shareholders who have invested in the company and whom I repre- 
sent. 

Second, this is a proposal to extend Federal regulation in yet an- 
other segment of the economy without any showing of need for such 
regulation or of abuses or evils under the present system. 

Third, the bill would weaken our banking structure by destroying 
the opportunities for holding companies to improve banking efficiency 
and stability as they have done in the past. 

I will discuss these three objections at some length in a moment, 
but first I would like to say a few words about what the record shows 
to date on the question of the need and demand for this legislation. 

Legislation of the character proposed to this committee, with 
drastic effects on the operation of a segment of our economy, is ordi- 
narily passed only when there is a genuine need, widely felt among 
the citizens of the country. Holding-company legislation has been 
represented to this committee by its proponents as the subject of such 
a grassroots demand. 

However, I have looked ever ywhere, and I think as openmindedly 
as I can, to find evidence of this kind of demand for additional bank- 
holding-company regulation, and I have found none. 

Among the customers of Transamerica’s majority-owned banks, 
depositors as well as borrowers, I have found no complaint. The fact 
that these banks have operated successfully in the face of some of the 
strongest bank and nonbank competition in the country testifies more 
eloquently than words to the satisfaction which these banks give. 
You, of course, know there is no way a bank can keep a customer 
against his will. If he feels pushed around, if he feels he is not get- 
ting the proper kind of service, there are literally hundreds of other 
institutions, in the banking and finance field, to which he can turn for 
safekeeping for his money or for the credit he needs. And all he has 
to do to make that choice is to sign his name to a slip of paper 

In studying the testimony before this committee, I find that the 
Government agencies having responsibilities in the banking field have 
stated that there is no urgent need for the type of regulation that is 
here proposed. 

It is true that some Federal officials and impartial banker witnesses 
before this committee have stated that legislation might be “desir- 
able.” But they have pointed to no tangible reason for this view, and 
the basis for it seems to be a wish to end this controversy and get 
back to more important problems, rather than to satisfy any real 
need. I can sympathize with their objective of putting an end to 
this controversy, but certainly not with the means which they seem to 
he ready to adopt. 
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We have had no borrowers, depositors, or shareholders complain- 
ing of the activities of bank-holding companies or making a record of 
abuse. Of course, the association representatives who have been tra- 
ditionally alined with this legislation have talked about all sorts of 
horrible possibilities. But even my old friend from American Legion 
days, Mr. Harry Arthur, and other independent bankers testifying 
in support of these bills, have told you that there is no competitive 
threat from holding-company banks that the independent bankers 
cannot handle. 

Where does the clamor come from, which has placed these bills or 
similar ones before Congress in almost every session since 1940? I 
have asked myself that question and I am sure you have too. My 
own observation reveals a simple answer. The agitation for these 
bills is the product of nothing more or less than a group of salaried 
lobbyists who must keep this pot boiling in order to assure the con- 
tinuance of their own positions. 

Of course, organizations with a broader membership base have 
subscribed to resolutions of support for this legislation. But any 
of you who have had experience in work with associations and groups 
of this kind know, I feel sure, just how that comes about. I myself 
have had considerable organizational experience, in the American 
Legion as its national commander, in banking organizations, and in 
business, community and civic groups as well. From this experience 
1 have learned that in any sach organization a well organized, ener- 
getic and articulate few usually do the work, have the ideas, and set 
the policy in the name of the group. 

The Cuarmman. I think that is a very honest confession. 

Mr. Bercrano. That doesn’t work too badly when the lenders have a 
sense of responsibility about their position and power. All too often, 
though, the few people who are in control have a special axe to grind 
or a personal interest to pursue. 

That is the case here, in my opinion. Just to give you an example 
or two, you no doubt have received a resolution ‘from the California 
Bankers Association, saying that that association is unanimously in 
favor of S. 1118. Many of the California banks in which we own 
stock were represented at the convention which passed that resolu- 
tion. and oNDS it does not express their views. 

When I inquired about this from some of the officers of those 
banks, they told me that that resolution was introduced, seconded, and 
passed before anyone had a chance to object to it. Any of you who 
have been to a convention of that kind will recognize this, I am sure, as 
a familiar story. Of course our banks and those of other companies 
are members of the American Bankers Association, the Reserve City 
Bankers, and other organizations which have spoken officially on these 
bills. When you consider their testimony, I think you should have in 
mind the fact that they do not speak for the unanimous member- 
ship, by any means. 

A few salaried propagandists, purporting to act in the name of 
all independent bankers, have used not only the banking associations 
but every device and strategem of the paid lobbyist in support of 
these bills. These are strong words. Let me give you a few more 
examples to back them up. 

One of the latest steps in the campaign for these bills has been 
that tried and true weapon of the lobbyist, the so-called public- 
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opinion poll. On April 16, 1954, to the popping of flashbulbs and 
all the other paraphernalia of modern publicity, this committee was 
presented with the results of one of these so-called polls which pur- 
ported to show that 78 percent of small-business men in this country 
favored the regulation of bank-holding companies. I say that this 
committee has been imposed on by the presentation of this poll. The 
question was presented on a “throwaway” bulletin. 

So far as I know, the committee was given no information on the 
membership of the sponsoring organization, on the number of people 
who got the bulletin, on the number of people who responded, and on 
the character of those people and their interests. Without this infor- 
mation, the committee is in danger of being misled by one of the oldest 
statistical flimflams in the business. 

The poll is only one item, though a symbolic one, of the campaign 
of propaganda carried on in behalf of these bills. For example, dur- 
ing the latter part of April, the Independent Bankers’ Association 
held a convention in Detroit. In connection with this convention, a 
seven-page advertisement appeared in the American Banker for 
April 30, 1954. This advertisement purported to state the Inde- 
pendent Bankers’ Credo for 1954, implying that bank holding com- 
natiiala were antagonistic to “the American way” and were socialistic. 
[ think there are some questions to be asked about this advertisement, 
too. 

Literally hundreds of banking organizations meet annually. A 
good many of them are national in character. The proceedings of 
these meetings are reported fully in such trade papers as the American 
Banker. Yet no other such association, so far as I know, has found 
it necessary to spend the money to buy seven pages of advertising 
in the American Banker or any other publication and to use those 
pages to broadcast half-truths and misrepresentations, designed to 
foist upon yet another segment of American business the heav: y hand 
of Federal regulation. Where did the money come from for this 
effort? Who is behind it? And why? 

These are only two highlights of an unrelenting publicity cam- 
paign carried on by the anti-holding-company leaders in an effort 
io stir up animosity and ill feeling against bank holding companies. 

The proponents ‘of this bill have not stopped at their attempt to 
tamper with American public opinion, They have tried as well to 
tamper with the operation of our judicial process. Transamerica has 
recently emerged from a long and protracted antitrust suit begun by 
the Federal Reserve Board in 1948. The result of that litigation was 
to give Transamerica an absolutely clean bill of health. The Court 
of ‘Appeals for the Third Circuit, by a unanimous decision, held that 
the Federal Reserve Board’s charges were completely unfounded, and 
the Supreme Court refused to disturb that ruling. 

I do not know who instigated this baseless suit. I do know, from 
the record in the case, that when Federal Reserve Board lawyers were 
on the west coast preparing for the trial, Mr. Harry Harding, in his 
guise as president of the Independent Bankers’ Association for the 12th 
Federal Reserve District, rounded up meetings of bankers in an at- 
tempt to secure witnesses adverse to Transamerica. 

I could continue with this story of brazen agitation, but I don’t 
want to make further demands on your time. I hope you gentlemen 
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will pardon me for what may appear to be quite an outburst. But 
I must say that I have gotten sick and tired of being the target of 
this kind of mudslinging and abuse, because I know that we are 
extending a very valuable service for all the citizens of the communi- 
ties served by our banks, and especially for the little fellow. 

I think that my feelings are shared by many others, not only among 
the holding company officials, but among decent and responsible 
bankers everywhere. 

Now, let us turn to the merits of these bills. 

There are a number of legitimate objections, both substantive and 
procedural, to the bills for regulation of bank holding companies. 
Many of these are covered in the statement of the bank holding com- 
panies, in which Transamerica joined, presented at the earlier portion 
of these hearings. Others are discussed in the testimony of other 
bank holding companies, as well as in the testimony of Government 
and impartial banker officials before this committee. 

It would extend this statement beyond reasonable bounds if I were 
to discuss in detail each of these points. Instead, I should like to 
direct my remarks to what I believe to be the crucial issue raised by 
the proponents of holding company regulation. 

In my view that issue is raised by the assertion that the holding 
company form of organization permits the evasion or circumvention 
of State and Federal laws concerning banking. If that assertion can- 
not be substantiated—and in my opinion it is without foundation in 
fact—I believe the whole argument for holding company regulation 
falls with it. 

It is alleged that banking laws are being evaded by bank holding 
companies in two respects. First, the proponents say that through 
this form of organization, it is possible to avoid the restrictions in 
Federal and State laws upon doing banking business aeross State lines. 
Second, they say that the holding company setup permits banks to 
have interests in nonbank assets, in circumvention of the law. 

To close these so-called loopholes, S. 1118 has provisions which 
narrowly restrict acquisitions by holding comps inies of stock in banks 
located outside the State of the company’s principal office. All three 
bills would require holding companies to divest themselves of sub- 
stantially all nonbank assets. These provisions are traceable directly 
to the fallacy which I have mentioned and which has been carefully 
fostered and promoted by the proponents of these bills. 

Let us see first whether there is any substance in the claim that the 
holding company form of organization makes it possible to evade 
the laws prohibiting branching across State lines. 

An individual investor may purchase stock in a bank located, let us 
say, in Illinois. That bank, if it is a State bank, is subject to regula- 
tion under the laws of the State of Illinois. Its loan limits and capital 
requirements are established by the laws of that State. Its reserve 
requirements are established by Illinois law, or by the Federal Reserve 
Board if it isa member bank. Its policies are determined by the board 
of directors, which the individual stockholder helps to elect. It is 
examined by the bank supervisory agencies of the State of Tlinois, 
and, if it is insured by the FDIC or is a member of the Federal Reserve 
System, by the Federal supervisory authorities. Its ability to estab- 
lish branches is governed by the laws of the State of Illinois and by 
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Federal law. It cannot establish branches beyond the limits contem- 
plated by those laws. 

Now, suppose this same investor purchases stock in another bank 
while continuing to hold his stock in the lllinois bank. Let us say 
the second bank is located in New York. That bank is governed by 
the laws of New York, and is subject separately to examination and 
supervision by Federal and State officials in the same respects as the 
Illinois bank was. 

The fact that a shareholder of the Illinois bank holds shares also in 
the New York bank has not changed the character of the Illinois bank’s 
business or its power. It loan limits remain the same. Its capital re- 
quirements remain the same. Its reserve requirements remain the 
same. Its subjection to State and National administrative regulation 
and supervision remains the same. Its ability to establish branches 
remains the same. 

In no respect have the Illinois bank’s powers been enlarged by reason 
of the fact that one of the persons owning its stock also owns stock in 
a New York bank. 

If we substitute a corporation for the individual shareholder in the 
example I have just been outlining, we have a typical bank holding 
company. It is nothing more or less than a shareholder of more than 
one bank. If the banks in which it owns stock happen to be located 
in more than one State, it does not mean that the bank holding com- 
pany is violating or evading laws against branching across State lines 
any more than the individual shareholder would be. More than one- 
third of the holding companies on the schedule submitted for the 
record by the Federal Reserve Board are in this situation of owning 
stock of banks in more than one State. 

The notion that such a bank holding company is evading these laws 
is based upon a second fallacy, namely that branch banking and hold- 
ing company banking are in effect the same thing. This assertion 
has been categorically refuted by every impartial witness, both Gov- 
ernment and private, who has appeared before this committee. 

I hope these concrete illustrations will do something to clear up the 
smokescreen which has been generated on this matter by the pro- 
ponents of this legislation. These examples make it obvious that own- 
ership of banks in more than one State is not an “evil” or an “evasion 
of the laws.” But our position goes further. We believe that there 
are very great advantages to permitting bank holding companies in 
more than one State, and that the committee should consider them 
very carefully before making any decision whether to prohibit this 
type of acquisition in the future. 

zt me give you an example from the history of Transamerica. 
During the banking crisis of the early 1930's, one of the States hardest 
hit was Nevada. Substantially all the existing banks had failed and 
the financial and economic situation of the State was desperate. In 
this great emergency the Governor, other State officials, and leading 
citizens approached Transamerica and besought its help in restoring 
financial health to the State. 

At their urging, Transamerica acquired a bank in that State, added 
a number of branches and proceeded to serve the State with a sound 
banking system. Today this bank, First National Bank of Nevada, 
operates 15 offices in the State and is giving safe, modern, and effective 
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banking service to the people there. This rescue operation by which 
the economy of an entire State was revived would have been impossible 
had the provisions of S. 1118 been in effect at the time. A number of 
new basis, not affiliated in any way with Transamerica, have since 
been organized in Nevada and appear to be doing well, so the entry 
of Transamerica in that crisis cannot be said to have prevented the 
development of competing banking business in the State. 

So much for the contention that a bank-holding company is evading 
the law or improperly doing something that a bank cannot do by 
holding stock in banks in more than one State. Let us turn now to 
the same contention with respect to the holding of nonbank invest- 
ments. Again, our experience with this kind of investment shows 
that, far from being unsound or undesirable, it is a positive benefit to 
the banking structure. The actual business significance and true 
value of such holdings has been obscured by extravagant claims of 
nonexistent and imaginary evils. 

Nobody has suggested that an individual who owns stock, even a 
majority of stock in a bank, ought not to have interests in unrelated en- 
terprises. As a matter of fact, it is customary for the small unit 
bankers, who are supposed to be protected by the proposed legislation, 
to own and operate real estate or insurance businesses in the towns in 
which their banks do business. And as for directors of banks, it has 
always been thought desirable to have men of large and diversified 
business interests Cauding those offices. 

Yet, for some reason, if the stock of the bank is in the hands of a 
corporation, and especially if it is in the hands of a large corpora- 
tion, the proponents of this drastic remedy of divestiture, label the 
ownership of other investments by the bank stockholder unsound. 
Characteristically, they have not offered any facts to support such a 
generalization. 

Transamerica’s holdings of nonbank shares are in nature comparable 
to the the nonbank interests of many individual investors in bank 
stocks. 

Just as we own some majority and some minority interests in banks, 
our nonbank investments include minority as well as majority par- 
ticipation. The decision whether to take a majority or minority in- 
terest is an investment decision, based upon whether opportunities for 
growth or profits exist which can only be realized by larger participa- 
tion. 

Whether majority or minority, our holdings are investments, de- 
signed to make the best profit for our shareholders. 

Of course, that is the essence of our responsibility to those share- 
holders, as all you gentlemen of practical experience in the world of 
affairs know. Our shareholders number over 116,000, scattered in 
every State of the Union and not one of them owns more than one- 
quarter of 1 povous of the company. Transamerica is in every sense 
a — held corporation with widely distributed ownership. 

4ike other holding companies and investment companies of this 
character, we have been guided in our investment policy by the wise 
principle of diversification. We have refused to put all our eggs in 
one basket, or in one industry, because we believe—and that belief 
is Shared by most investment experts—that diversification is the best 
way to protect the interests of the people who have placed their con- 
fidence in us by buying our shares. 
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We have no quarrel with other bank holding companies who may 
take a different view. But in almost every field of investment activi- 
ty—trust funds, investment funds, insurance company portfolios, an‘ 
the like—the policy of diversification is considered to be a sound 
one. I can see no reason for calling it unsound when the investor 
hs ippens to be a bank holding company. 

The proponents of this legislation answer that a bank is not per- 
mitted to hold investments in nonbank enterprises. That is quite 
true. The prohibition applies equally to every bank in which we 
own stock. And rightly so, because a bank is exercising the valuable 
privilege of using depositors’ funds, left with it for safekeeping, to 
make a profit for itself. In return for this privilege it is proper 
to impose legal restrictions upon the risks to which it may subject 
those funds. 

A bank holding company, by contrast, is dealing with the funds of 
investors who partic ipate as owners in the operation of the rr any 
and who are willing to risk their money on the judgment and busi- 
ness ability of the ‘management they select. Obviously, the use of 
risk capital ought not to be subjected to the same limitations as those 
placed on bank deposits left for safekeeping. 

Of course, bank holding companies have an added responsibility 
because their banking subsidiaries do deal with depositors’ funds. 
Transamerica recognizes that responsibility fully, and I am con- 
fident the other holding companies who appear before you do also. 
We believe that the laws now on the books are fully adequate to en- 
force that responsibility. 

Let me expand that a bit. The only potential evils which anyone 
can point to in the holding of nonbank assets by a bank holding 
company are those associated with self-dealing. It is asserted that 
additional opportunities for self-dealing are present in the holding 
company setup because the banking subsidiaries can make unwar ranted 
loans to the nonbank subsidiaries, and conve ersely, the nonbank sub- 
sidiaries can fob off unsound assets on the banks. 

As I have said, to the extent that there is any such problem, the 
existing law in my opinion deals fully and completely with it. This 
is proved, I think, because except for rare and isolated instances, there 
has been no record made before you of abuses of this type. 

Congress once before considered the adequacy of the Banking Act 
of 1933 from this st: ndpoint, and concluded that it prov ided suf. 
ficient regulatory authority. The occasion was in 1940 when the In- 
vestment Company Act was before Congress. That act was designed 
to provide comprehensive regulation by the SEC of companies in the 
business of purchasing and investing in the stocks of other com- 
panies. With this objective in mind, the general language used to de- 
fine investment companies in that act was ‘broad enough to cover bank 
holding companies. However, after examination of the provisions of 
the Be mnking Act of 1933, Congress specially exempted bank holding 
companies regulated under the 1933 act from the provisions of the 
Investment Company Act. 

This seems to me to indicate that Congress thought the existing 
law was adequate. In addition, it takes care of another claim fre- 
quently made by supporters of the legislation before this committee. 
They say that since the Banking Act of 1933 is applicable only to 
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bank holding companies which seek and obtain a voting permit from 
the Federal Reserve Board, a company may avoid regulation by the 
simple device of not applying for such a permit. In fact, however, 
ths is untrue, since the bank holding company without a permit is 
automatically subject to regulation under the Investment Company 
Act. 

Let us see what the Federal banking laws provide on this subject 
of self-dealing. In the first place, intercompany borrowings among 
the companies of a bank holding company system are stringently 
limited by the Banking Act of 1933. Federal officials testifying 
before you have stated that the percentages embodied in these limita- 
tions are wholly adequate. If, however, you gentlemen should be 
convinced that additional regulation on this score is needed, that can 
be accomplished by a simple, narrowly drawn amendment to existing 
law. Transamerica would have no objection to such an amendment, 
even if it prohibited intercompany borrowing within a holding com- 
pany system altogether. Let me make it perfectly clear that Trans- 
america, as a matter of policy, does not, and has not for many years, 
engaged in any such intercompany borrowing transactions. 

As to the second point, the possibility of loading the banks in the 
system with the unsound assets of the nonbank subsidiaries, it seems 
to me that the examination procedures of existing laws adequately 
protect against that possibility. I wonder if you gentlemen realize 
just how extensive the examination and supervision of bank holding 
company systems is. 

Of course, all the bank subsidiaries themselves are subject to exami- 
nation. The holding company, as well, is examined under the 1933 
act. All charges and dividend payments are carefully scrutinized to 
assure the safety and soundness of the subsidiary banks. More than 
that—and I think this will come as a complete surprise to some of 
you gentlemen—nonbank subsidiaries of holding companies are also 
examined by the bank examiners of the Federal Reserve Board. 

To give you an idea how thorough these examinations are, the 
other day we received a 452-page report of the most recent examina- 
tion of Transamerica and its affiliated companies and banks by the 
Federal Reserve Board examiners under the provisions of the 1933 
act. And, Mr. Chairman, that included the fish company, the metal 
company, the insurance companies, the banks—every organization in 
which we had an interest. 

In addition to this regulation under the Banking Act of 1933, I 
might add that all our State banks, whether members of the Federal 
Reserve System or not, are subject to State supervisory examination 
and regulation. All our banks are insured and are thus subject to 
examination by the FDIC. Our national banks are likewise subject 
to examination by the Comptroller of the Currency. Our insurance 
companies are regulated and examined by the insurance commissions 
not only of the States where they are organized but of every State 
in which they do business. And, since Transamerica’s stock is listed 
on the New York Stock Exchange as well as other exchanges, we come 
under the authority of the SEC which requires, among other things, 
that all of the business transactions, not only of Transamerica itself 
but of its subsidiary companies as well, be audited by certified public 
accountants. 
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Again I say if you gentlemen are not satisfied as to the adequacy 
of these safeguards to prevent unsound transfers of assets among 
holding company subsidiaries, Transamerica would have no objection 
to a narrowly drawn amendment to existing law, designed to restrict 
or to eliminate the sale of assets to, or the purchase of assets from, 
a bank by an officer, director, substantial shareholder, whether corpo- 
rate or individual, or any other insider. 

Before leaving this subject of the possible evils in bank holding 
companies owning both bank and nonbank assets, I would like to refer 
to the testimony of Governor Robertson of the Federal Reserve Board 
before you in the portion of these hearings held last year. Governor 
Robertson, on page 24 of the print of the hearings, testified that as to 
the kind of self-dealing we have been talking about, existing laws are 
adequate. He asserted, however, that there was a possibility of indi- 
rect assistance by the banks to the nonbank companies “in that busi- 
nesses and concerns doing business with the bank could very well be 
told, ‘You do your business with such and such nonbanking busi- 
nesses if you are going to get credit from this bank.’ ” 

In other words, what Governor Robertson is saying is that there is 
the possibility of tie-ins, linking banking services provided by the 
bank subsidiaries of the holding companies with the business done by 
the nonbank subsidiaries. Let me state flatly at the outset that our 
banks do business with all comers, including many of the strongest 
competitors of our nonbank companies, and without discrimination. 
Anything else would be a policy of slow suicide. In the many volumes 
of record of the Transamerica case before the Federal Reserve Board, 
not an iota of evidence of any such tie-in activity was introduced. 
And believe me if there had been any such evidence, I am sure it would 
have been introduced. 

However, if any holding company were foolish enough to engage in 
a policy such as that described by Governor Robertson, I hardly need 
to remind you gentlemen that such practices would have to stand 
scrutiny under the antitrust laws for, as the Court of Appeals for the 
Third Circuit held in the Transamerica case, those laws are applicable 
to banks and bank holding companies. 

The proposals embodied in the bills before you do not take the ap- 
proach of narrow, preventative legislation, directed to specifically de- 
fined problems and limiting the scope of Federal authority to the 
minimum which is necessary to protect against any such suggested 
evils. Instead, the proponents of these bills noisily insist upon com- 
plete divestiture of nonbank assets. Since they can point to no exist- 
ing evils which can be eliminated only by prohibiting the holding of 
nonbank assets, we can only conclude that they are out to destroy us. 
If they are successful, they will destroy not only our business and the 
valuable investment of our shareholders, but they will also eliminate 
a source of real strength to the banking structure, in the areas where 
holding companies having nonbank assets operate. 

Speaking from a background of years of practical banking experi- 
ence, I believe that Transamerica’s investments in nonbank assets 
have contributed to the safety of the deposits in its banks and have 
generally strengthened the banking structure in the States where those 
banks operate. During the depression, Transamerica and its banks 
were not only on sound footing themselves, but Transamerica, in large 
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part because of the strength contributed by its nonbank assets, was 
able to go into Nevada and revive the banking system there as I have 
already described. 

Since 1940, Transamerica has put over $27 million of additional 
new capital into presently owned Transamerica banks, Every bank 
regulatory agency of the Government has complimented Trans- 
america on its willingness and prompt ability to make this addi- 
tional capital available. Such a source of needed capital is espe- 
cially important in these days when high taxes and high operating 
costs make it practically impossible for many banks to set aside suf- 
ficient reserves or to substantially increase their surplus. 

This is one of the very real and unique contributions that a bank 
holding company, especially one with sound nonbank assets, is able 
to make. Congress has recognized the importance of that contribu- 
tion. In the Banking Act of 1933, it aiceaatiende required bank 
holding companies to maintain a specified reserve of readily mar- 
ketable assets to be used for the protection of the banks or as sources 
for additional capital. 

Transamerica’s nonbanking assets, valued at over $200 million and 
the earnings from them which are not paid out in dividends, constitute 
just such a secondary reserve for the banking investments. And they 
amount to over 40 times—over 40 times—the reserve which Trans- 
america is required to maintain under the Banking Act of 1933. 

I hope I have been able to show you how these 2 provisions of the 
bills—the prohibition against ownership of banks in more than 1 
State and the divestiture of nonbank assets—are grounded on a com- 
pletely erroneous view of the facts of the banking situation. Trans- 
america is opposed to any regulation of bank holding companies along 
these two lines. There has been a good deal of talk about the holding 
arenes and the proponents of these bills getting together and 
reaching some mutually agreeable bill. I must say, frankly, that I 
can _ no hope of such agreement as far as Transamerica is con- 
cerned. 

It is impossible to negotiate with people who will be satisfied with 
nothing less than the complete extermination of the type of business 
which I head and the interests of the shareholders whom I represent. 

Under any of these 3 bills, Transamerica would be stripped of 
stock interests, both majority and minority, in insurance compa- 
nies, real-estate concerns and manufacturing enterprises of various 
kinds, having a value in excess of $200 million, and providing, in 1953, 
73 percent of Transamerica’s earnings. 

The Cuairman. Will you yield just a moment? Just as a matter 
of record, would it be possible to organize a separate holding company 
to own the $200 million, and then another corporation to continue to 
hold the bank stock? 

Mr. Beterano. In my opinion 

The Cuarmrman. Without in any way divesting you of anything? 

Mr. Bererano. Under present laws, Mr. Chairman, I think that 
would be quite possible. ether or not the final passage of regula- 
tory measures would prohibit that, I don’t know. 

he CmarrMan. It just entered my mind that. you have $200 million 
in nonbank assets. 

Mr. Bererano. Under present law, that could be done. 
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The Cuarrman. You could organize one corporation to hold those, 
another corporation to hold your bank stocks, with the same stock- 
holders owning both. 

Mr. Bererano. I doubt very much, Mr. Chairman, whether the 
present laws would permit the same management. You would start 
out on a given day with identical stockholders, and as the years went 
by, you would have a very different group of stockholders. And un- 
less it were in one corporation, I doubt whether the management of 
one group, representing different stockholders, could be of any assist- 
ance in helping the bank group. I think that would be impossible. 

Mr. Morris. And, Mr. Chairman, under existing laws, if you started 
out with the same stockholders, they would pierce the corporate veil, 
and it would be held as an evasion. 

Mr. Beterano. Secondly, Transamerica’s right to invest in bank 
stocks would be so seriously curtailed that the company would not 
have the minimum business flexibility which our system of free en- 
terprise necessitates. There would be little practical reason or in- 
centive for Transamerica to continue. While a bill containing such 
provisions might not be a “death sentence” bill in form, it would in 
fact, as one of the committee members remarked, “cut our arms and 
legs off and leave us to bleed to death.” 

I believe you will agree that this is a drastic result. The remedy 
of enforced divestiture by legislative act has been used to my recollec- 
tion only once before in the history of this country. That was in 
the Public Utility Holding Company Act, passed at a time when 
Congress and the Nation generally were more sympathetic to pro- 
posals for Government regulation of business. 

All of us here remember the controversy that went on in connection 
with that bill. Congress had a fully documented record before it 
revealed a completely unregulated industry, engaging on a broad 
scale in such practices as milking of subsidiaries, improper loans, 
overcharging of consumers, watered stock, deception of investors, and 
in fact, outright fraud on the part of certain companies and pro- 
moters. It was only the compelling nature of this record, the over- 
whelming showing of widespread abuse, and the serious destruction 
of the interests of many small investors all over the country that 
justified the drastic nature of the legislative relief in that case. That 
is what it took to override the understandable American opposition 
to this kind of drastic control of private business. 

With respect to bank holding companies, substantial regulatory au- 
thority already exists. No showing of abuse has been made. We 
have a changed climate of opinion in which the need for business to 
proceed with the maximum freedom from regulation consistent with 
the safety of our economy is widely recognized. Yet, despite this 
point-for-point contrast with the situation which existed at the time 
of the Public Utility Holding Company Act, we find the same drastic 
legislative approach being urged upon the members of this commit- 
tee. Tthink such proposals should be decisively rejected. 

I shall be glad to respond to any questions you may have on these 
bills, but I feel that T have already taken enough of your time in my 
prepared statement. 

I very much appreciate this opportunity to come before the com- 
mittee. I have certain schedules and factual data which I have sup- 
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plied to the committee members for inclusion in this record. For the 
most part, this simply brings up to date earlier information about 
Transamerica which appears in prior proceedings of this committee. 

I would like to call your attention to one item in the tables in connec- 
tion with the tabulation of banking offices and deposits of 34 holding 
company groups, submitted by the Federal Reserve Board last June 
and appearing at page 46 in the print of those hearings. That tabu- 
lation indicates that Transamerica has 48 banks with 693 offices and 
over $8,738,000,000 of deposits. A footnote to the table states that 
these figures include more than 500 offices and almost $7,220 million 
of deposits of Bank of America N. T. & S. A. Although these offices 
and deposits are attributed by the Board to Transamerica, since Octo- 
ber 1952 Transamerica Corp. has owned not a single share of Bank 
of America stock. In fact, Transamerica has held only a minority 
interest, and a steadily decreasing minority interest at that, in Bank 
of America since 1937, With the Bank of America offices and depos- 
its eliminated, Transamerica banks have less than 1 percent of the de- 
posits and offices in the United States instead of the 5 percent which 
the Board attributed to them. 

You may be sure that I shall be available at your convenience to give 
you, or the members of your staff, additional facts concerning this 
matter, and nothing would please me more than to have all of the 
members of your committee come to California and the Western States 
to observe the operations of Transamerica-owned companies, both 
bank and nonbank, and the manner in which they function in the pub- 
lic interest and in the development of the communities and States in 
which they operate. 

And, Mr. Chairman, it would seem to me that in your gracious way 
of allowing all men to appear and discuss this problem, as we are 
ending these hearings it would seem to me that it is almost time to have 
the proponents of this legislation produce specific facts of abuses and 
evils. I think the day is passed when we should continue to listen to all 
of these generalities. I seem to find it difficult to be understood by 
some of my good friends in the Independent Bankers League, and in 
order that they might not misunderstand me may I use a colloquialism 
and say that I think it is time to put up or shut up. 

I sincerely hope this committee will make that demand. If there 
are evils sina abuses, we are entitled to know what they are, Mr. Chair- 
man, and to assist in correcting those evils, to assist in legislation that 
might be necessary to prevent them. But certainly it is very difficult. 
to chase rainbows when we don’t know what they are talking about. 

There might be one further thing, Mr. Chairman: In yesterday’s 
testimony there was some confusion. over the rules in the Federal Re- 
serve Act. Ihave had those transcribed. 

And, one other thing, here is a copy of Transamerica’s voting agree- 
ment with the Federal Reserve Board, and you will note that when we 
signed this agreement we agreed to include all of our banks, State or 
otherwise. So we are also regulated under that. 

The Cuatrman. Do you want those in the record ? 

Mr. Bererano. Yes,sir. Thank you. 

The Cuarrman. Thank you. Weappreciate your testimony. 

Without objection, this will be made a part of the record. This is 
section 23a of the Federal Reserve Act. . 
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Without objection the agreement, the voting agreement of Trans- 
america and the Federal Reserve, will be made a part of the record. 

(The documents accompanying Mr. Belgrano’s statement, are as 
follows :) 


SEcTION 234 OF THE FEDERAL RESERVE Act, 12 U. S. C., Secrion 371c 


Loans to or purchase of securities of affiliates; collateral acceptable. 


No member bank shall (1) make any loan or any extension of credit to, or 

purchase securities under repurchase agreement from, any of its affiliates, or 
2) invest any of its funds in the capital stock, bonds, debentures, or other such 
obligations of any such affiliate, or (3) accept the capital stock, bonds, deben- 
tures, or other such obligations of any such affiliate as collateral security for 
advances made to any person, partnership, association, or corporation, if, in 
the case of any such affiliate, the aggregate amount of such loans, extensions of 
credit, repurchase agreements, investments, and advances against such collateral 
security will exceed 10 per centum of the capital stock and surplus of such 
member bank, or if, in the case of all such affiliates, the aggregate amount of 
such loans, extensions of credits, repurchase agreements, investments, and ad- 
vances against such collateral security will exceed 20 per centum of the capital 
stock and surplus of such member bank. 

Within the foregoing limitations, each loan or extension of credit of any kind 
or character to an affiliate shall be secured by collateral in the form of stocks, 
bonds, debentures, or other such obligations having a market value at the time of 
making the loan or extension of credit of at least 20 per centum more than the 
amount of the loan or extension of credit, or of at least 10 per centum more than 
the amount of the loan or extension of credit if it is secured by obligations of any 
State or of any political subdivision or agency thereof: Provided, That the 
provisions of this paragraph shall not apply to loans or extensions of credit 
secured by obligations of the United States Government, the Federal inter- 
mediate credit banks, the Federal land banks, the Federal Home Loan Banks, or 
the Home Owners’ Loan Corporation, or by such notes, drafts, bills of exchange, 
or bankers’ acceptances as are eligible for rediscount or for purchase by Federal 
reserve banks. A loan or extension of credit to a director, officer, clerk, or other 
employee, or any representative of any such affiliate, shall be deemed a loan to 
the affiliate to the extent that the proceeds of such loan are used for the benefit 
of or transferred to the affiliate. 

For the purpose of this section, the term “affiliate’’ shall include holding- 
company affiliates as well as other affiliates, and the provisions of this section 
shall not apply to any affiliate (1) engaged on June 16, 1934, in holding the 
bank premises of the member bank with which it is affiliated or in maintaining 
and operating properties acquired for banking purposes prior to such date; (2) 
engaged solely in conducting a safe-deposit business or the business of an agri- 
cultural credit corporation or livestock loan company; (3) in the capital stock of 
which a national banking association is authorized to invest pursuant to sections 
601-605, and 611-632 of this title, or a subsidiary of such affiliate, all the stock 
of which (except qualifying shares of directors in an amount not to exceed 10 
per centum) is owned by such affiliate; (4) organized under sections 611-632 of 
this title, or a subsidiary of such affiliate, all the stock of which (except qualify- 
ing shares of directors in an amount not to exceed 10 per centum) is owned by 
such affiliate; (5) engaged solely in holding obligations of the United States or 
obligations fully guaranteed by the United States as to principal and interest, 
the Federal intermediate credit banks, the Federal land banks, the Federal Home 
Loan Banks, or the Home Owners’ Loan Corporation; (6) where the affiliate 
relationship has arisen out of a bona fide debt contracted prior to the date of the 
creation of such relationship; or (7) where the affiliate relationship exists by 
reason of the ownership or control of any voting shares thereof by a member 
bank as executor, administrator, trustee, receiver, agent, depositary, or in any 
other fiduciary capacity, except where such shares are held for the benefit of all 
or a majority of the stockholders of such member bank; but as to any such 
affiliate, member banks shall continue to be subject to other provisions of law 
applicable to loans by such banks and investments by such banks in stocks, 
bonds, debentures, or other such obligations. The provisions of this section shall 
likewise not apply to indebtedness of any affiliate for unpaid balances dte a 
bank on assets purchased from such bank or to loans secured by, or extensions 
of credit against, obligations of the United States or obligations fully guaranteed 
by the United States as to principal and interest. 
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Contributions to capital funds of subsidiary banks by Transamerica Corp. since 
1940, either by donations to surplus or by subscriptions to additional capital 


stock 
Year Name of bank 
1940 None 
1941__. do 
1942 | Bank of Nevada 
1043... Si Ds a Lansdcptinee indiairdnee vated, cntnininit ates 
1944_ | First National Bank in Santa Ana ‘ 
| The Temple City National Bank of Temple City a 
| 
1945 First National Bank of Nevada. 
1946. | Bank of Tehachapi.. 
| First National Bank of Los Altos... _- 
1947 Benton County State Bank f 
1948 First National Bank of Arizona. 
1949 First National Bank of Lebanon... 
1950... First National Bank of Arizona -.. 
First National Bank of Lebanon. 
National Bank of Washington. 
1961_..........| Benton County State Bank wéebes ws 
First National Bank of Arizona. ..._. 
First Nations] Bank of Eugene__._.____- 
First Nations! Bank of Los Altos__.__._- 
First National Bank of Mountain View 
1952...........| First Corvellis Bank 
First Moreland-Sellwood Bank 
First Nations] Bank in Delano... 
First Nationel Bank of Eugene. ____- 
First Nations] Bank of Garden Grove.- 
First National Bank of Lebanon.______. 
First National Bank of Portland___. 
First Ontario Bank 
First Sweet Home Bank_. 
1953...........| Bank of Nevada........___- 


First National Bank of Bellflower __ : 
First Nationel Bank of Mountain View 
First National Bank of Arizona 


1954 to June | First National Bank in Turlock... __- 
10, 1954, First National Bank of Crows Landing. . 
First National Bank of Los Altos_. 
First Nationel Bank of Portland. __- 
First National Bank of San Jacinto___._. 
First Savings Bank of San Jacinto 
Central Bank, Oakland__. 


Total contributed 





Amount 


0 


0 
$17, 000. 00 
0 


~ 400, 000. 00 
75, 000. 00 


| _99, 666. 68 





10, 679. 29 
24, 200. 00 





32, 000. 00 
1, 136, 750. 00 
50, 000. 00 


915, 860. 00 
200, 000. 00 
1, 420, 558. 00 


100, 000. 00 
795, 825. 00 
500, 000. 00 
97, 200, 000 
140, 212. 50 





200, 000. 00 


200, 000. 00 
4, 111, 218. 50 
100, 000. 00 
50, 000. 00 
175, 000. 00 
200, 000. 00 
93, 449. 
1, 908, 1 


z 
es 


100, ¢ 
50, 000. 00 


28 
z 


| 
145, 800. 00 


10, 741, 965. 37 





Total each 
year 








~ 


33 
25 


BS 


ssss 
S223 
ssss 


2, 536, 418. 00 


1, 633, 237. 50 


5, 636, 218. 50 


2, 376, 629. 07 


13, 112, 765. 37 


27, 140, 564. 41 








Trans 


Alabam 
Arizona 
Arkanst 
Califorr 
Colorad 
Connec 
Delawa 
District 
Florida 
Georgia 
Idaho - 
I}linois 
Indians 
lowa 
Kansas 
Kentuc 
Louisia 
Maine. 
Maryl: 
Massat 
Michig 
Minne 
Mississ 
Missou 
Monta 
Nebras 
Nevad 
New E 





esau 








since 
pital 


each 


0 
0 
000. 00 


0 


000. 00 
666. 68 


879, 29 
900. 00 
750. 00 
100. 00 


118. 00 


37. 50 


18. 50 


29. 07 


5. 37 
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Transamerica Corp.—Analysis of stockholders of record as of Jan. 14, 1954- 
Geographic distribution 





Num- ' Num- | a7,.4, 
State ner at en oe State her of a be 
holders | S4res Dex holders | S2@res Hene 
Alabama 94 New Jersey 1, 692 135, 100 
Arizona 264 New Mexico 106 5, 03416 
Arkansas 57 New York 11,015 | 1, 965, 43445 
ilifornia - - - 87, 201 North Carolina 81 8, 672 
Colorado 402 North Dakota 32 802! 
Connecticut 707 Ohio... 898 68, 226 
Delaware 87 Oklahoma 74 4, 379 
District of Columbia 261 Oregon . : 1, 418 89, 717 
Florida 432 Pennsylvania 1, 246 138, 069 
Georgia 101 Rhode Island 152 12, 82546 
Idaho 134 7 South Carolina 37 ‘ 
Illinois 1,078 105, 989 South Dakota 70 
Indiana 216 20, 11614 || Tennessee - 87 
lowa 229 11, 266 Texas... 531 
Kansas 132 6, 24214 Utah 154 
Kentucky ..-- 93 13, 620 Vermont. 69 3, 486 
Louisiana 139 6, 933 Virginia 183 | 17, 668 
Maine a4 3, 42544 Washington 2,047 | 127, 568% 
Maryland 302 28, 962 West Virginia 55 5, 183% 
Massachusetts S64 85, 47444 || Wisconsin 271 20, 07: 
Michigan 585 58, 793 Wyoming 26 1, 169% 
Minnesota 482 30, 31614 United States Territories 227 18, 080 
Mississippi... 42 2, 519% | -- _- 
Missouri 487 80, 913 Total, United States 115, 877 | 9,779, 270 
Montana 75 | 9, 1574 || Canada 190 16, 598 
Nebraska 116 8, 007 Other countries 885 57, 332 
Nevada. 583 53, 801% - 
New Hampshire 49 2,045 Grand total... 116, 952 | 9, 853, 200 


Transamerica Corp.—Summary schedule of assets, Dec. 31, 1953 
Based on 
Per- market or | 
cent net asset | 
| value ! | 


Per 


“ sarry- 
book carry aunt 


| Based on 
| ing value! 
| 


In capital stocks of domestic subsidiaries engaged in: 
Banking_- - a 
Life, fire, and casualty insurance _.. . 
Real-estate development and property financing | 
Manufacturing. Satelwiewe : | 
Other | 
Banca d’ America ed’ Italia (94.47 percent owned) 
Marketable securities of 


, 056 23.91 | $84, 271, 181 30. 31 
, 819 17.09 | 74, 619, 197 26. 84 
000 10. 08 27, 867, 815 10. 02 
73, 691 5.75 17, 233, 863 6. 20 
1, 943 18 586, 969 21 
71, 233 2. 51 3, 871, 233 1, 39 


. : | 

Investments in securities | 
| 

| 

| 





Banks sna scaaall be 10, 552,463 | 6.84 15, 128, 350 5. 44 

Other companies shadpseut 22, 729, 681 14. 73 25, 314, 323 9. 10 

Total investments in securities ‘ 125, 107, 886 81.00 | 248, 892, 931 89. 51 

Cash wmaniniak 8, 228, 754 5, 33 8, 228, 754 2. 96 

Notes and other receivables_ - shaded 20, 938, 261 13. 58 20, 938, 261 7. 53 
Other assets ‘ ae 132 132 
Goodwill and going concern value. cindeiaee 1 i 

Total assets.........- . 154, 275, 034 | 100.00 278, 060, 079 100. 00 


1In accordance with financial statements contained in Transamerica Corp.’s annual report to share 
owners. 
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Transamerica Corp.—Source of consolidated net profit for 1958 and schedule 


showing amount of subsidiary profits paid out as dividends to Transamerica 
Corp. 








Consolidated net profit of Transamerica Corp. and all domestic subsidiaries for the 











Consolidated net profit derived from: 
Transamerica'’s proportionate share of profits of domestic subsidiaries: 


I ae cll ots pl eeteee ttle eweqebh iievbwmne nit 7, 156, 931 25. 78 
Life, fire, and casualty insurance subsidiaries __--__-_-__- 5 piieeenebhe 12, 477, 073 44. 04 
Real estate a and property financing subsidiaries.............. 2, 876, 504 10. 36 
INI, is caibinneeihnns a0 dar dina ~-ackiipeousbednepee 1, 491, 367 5. 37 
I, coc cncnncdhtialeditahitennc<Babmepeusvqudibuccseyaine 211, 912 . 76 





Dividends from other than subsidiaries, interest, and all other income, less 
corporate and administrative expenses 










Consolidated net profit (as above) 


Transamerica’s proportionate shares of profits of domestic subsidiaries as shown 


Dn ante aiiidchecdvhecapeshdonsiryitpllemisellieiniiii dane sien nnieecahunman se 96 BIR BEF bo ccnece 

Received by Transamerica during 1953 as dividends from domestic subsidiaries __ . . © Fae BED Srenenne 
Balance of Transamerica’s proportionate share of profits of domestic sub- 

sidiaries added to surplus of subsidiary companies... -..........---------- 15, 487, 712 }........ 







subsidiaries and showing contribution to capital by bank shareholders for years 
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TRANSAMERICA CORP. ANNUAL REPORT, 1953 
TRANSAMERICA CorP., SAN FRANCISCO, CALIF. 


BOARD OF DIRECTORS 


F.. N. Belgrano, Jr.,’ chairman of the board and president 

W. L. Andrews,’ senior vice president and treasurer 

P. A. Bricca,’ president of Montebello Wine Co. of California 
James F. Cavagnaro, personal investments 

George J. DeMartini,’ owner of DeMartini Motor Truck Co., Inc. 


Ted R. Gamble, president of Mount Hood Radio & Television Broadcasting Corp. 


Gordon Gray, attorney at law; Gray, Cary, Ames & Frye 
William N. LaGomarsino, rancher 
Kk. D. Woodruff,’ retired 

OFFICERS 


FF. N. Belgrano, Jr., chairman of the board and president 

W. L. Andrews, senior vice president and treasurer 

J. Wendell Coombs, vice president 

R. A. Peterson, vice president 

Willsie W. Wood, vice president 

A. L. Elliott Ponsford, assistant vice president and secretary 
W. J. Wells, assistant secretary and assistant treasurer 

J. Francheschi, assistant secretary 

Albert E. Heston, assistant secretary 

Malcolm P. McLellan, assistant secretary 


TRANSFER AGENTS 


Bank of America N. T. & 8S. A., San Francisco 
City Bank Farmers Trust Co., New York 


REGISTRARS 


Crocker First National Bank of San Francisco 
The Chase National Bank of the City of New York 

(Neither this report nor any statement contained herein is furnished in con- 
nection with any offering of securities or for the purpose of promoting or influ- 
encing the sale or purchase of securities.) 


TRANSAMERICA CorP. ANNUAL REPORT TO STOCKHOLDERS, 1953 


San FRANCISCO, CALIF., 
March 9, 1954. 
l'o the Stockholders: 

Early in 1953, there was some apprehension among the less confident that, 
during the year, the Nation’s economy would be seriously impaired. As it de- 
veloped, the year was one of the most prosperous periods the country has known. 
The American people generally produced more, earned more, and saved more. 
The stability of most prices, in the face of elimination of controls, was an 
encouraging sign that the harmful effects of inflation upon the Nation’s strength 
had been checked. Our economy is vital, vigorous, and flexible, and in 1954 and 
the coming years, should be well able to take in stride the relatively mild fluctu- 
ations that necessarily must occur under our system of private enterprise and 
personal initiative. 

The year 1953 was another successful year for your corporation and its sub- 
sidiaries. Aided to some extent by the Nation’s prosperity, the individual efforts 
of most of our banks, insurance, and manufacturing companies were rewarded 
by more business being developed and, in nearly all instances, by higher earnings. 

Some of the major accomplishments are summarized below: 

Consolidated net profit was $27,762,030, or $2.82 on each share of Transamerica 
Corp. stock outstanding. 

Regular semiannual cash dividends, with a special cash dividend in January 
1953, were distributed during the year. They totaled $1.65 on each share of 
Transamerica Corp. stock. 


1 Members of the executive committee. 
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The corporation’s capital and surplus accounts, together with the apprecia- 
tion in its investments in domestic subsidiaries and other corporate securities 
rose to $268,217,166 by the end of the year. That is equal to $26.71 for each 
share of our stock outstanding. 

Deposits and loans of our subsidiary banks registered important gains, the 
totals at December 81, 1953, being $1,547,335,008 and $728,029,774, respectively. 

Insurance in force with our life-insurance subsidiary reached a record total 
of $4%4 billion. 

Premium income of our fire and other insurance companies increased from 
$44,152,912 to $47,684,295. 

Earnings of our note credit and mortgage loan company and our real-estate 
company were appreciably higher than in 1952. 

Sales by our manufacturing subsidiaries were maintained at the preceding 
year’s high level. 

NET PROFIT AND DIVIDENDS 


Net profit for 1953 of Transamerica Corp. and all domestic subsidiaries, after 
providing for minority interests, was $27,762,030. That is equivalent to $2.82 
a share on the 9,853,200 shares of Transamerica stock outstanding during the 
year. The comparable figure for 1952 was $23,914,285, or $2.43 a share, which, 
with the nonrecurring gain of $20,036,506 resulting from the sale of all of our 
shares of Bank of America N. T. & S. A. stock, raised the 1952 profit to $43,950,791. 

The total for 1953 was derived in these proportions from the corporation's 
various interests : 





Percent 

Basing. os kh so i bb ots ee lecee an dimecs endian din masta 26 
TrpGO 6. es in i en ee a in BL ih eee ewemee 45 
Manufacturing___--~~_- SE Sh cl telebicncn cacttibcd ick Sait senda, Silas atin 5 
Real-ceite Guvelegmebtins. 2c. oe ae et Le bh etl 10 
Parent corporation’s other activities__......_..._.----_.----.---------. 14 
OCI iscsi ehh i oh en Shik td al Ahad bleh estab ect 100 


Although the consolidated profit was not greatly affected by the excess profits 
tax that was in force during 1953 and earlier years, and which has now ex- 
pired, $12,845,068 of our 1953 earnings was absorbed by Federal taxes on in- 
come. That compares with $10,710,694 for the preceding year. 

Of the $27,762,030 net profit for 1953, $15,487,712 represents our portion of 
the net earnings of subsidiary banks and companies in excess of dividends 
received from such subsidiaries. That amount was left with the various com- 
panies and banks to build up their capital funds and provide added support 
to their ever-growing activities. The remainder of $12,274,318 was credited 
to the earned surplus of Transamerica Corp., and thus became available for 
dividend distributions to the stockholders. 

In January and July 1953, by regular semiannual cash dividends at the rate 
of 65 cents a share, $12,809,343 was distributed to the owners of Transamerica 
shares. In addition, a special dividend of 35 cents a share, amounting to 
$3,448,620, was paid with the January regular dividend. Our tax counsel 
has advised us, and we have in turn advised our stockholders, that, in his 
opinion, the entire amount of these distributions, totaling $1.65 a share, is not 
taxable as dividend income, and that the amount of those dividends should be 
applied to reduce the tax base of the stockholder’s investment in the stock of 
the corporation. Although that opinion has not yet been confirmed by a ruling 
from the Internal Revenue Service, it is expected that such confirmation will 
be received in due course. 

In our letter to you dated December 31, 1952, and in the 1952 Annual Report, 
detailed information was given about the controversy that had arisen con- 
cerning the taxable status of the dividends distributed in 1951 and 1952 in the 
form of shares of Bank of America stock. The single point of difference is 
that, by a revised ruling, the Bureau of Internal Revenue holds that the amount 
of appreciation attaching to the Bank of America shares while they were owned 
by Transamerica Corp. constitutes “other income” to our stockholders. A case 
has been presented to the Tax Court testing the Bureau’s ruling and it is 
hoped that a definite decision on the controversial point will be available some- 
time this year. 

In January, 1954, your board of directors declared the regular semiannual cash 
dividend at the rate of 65 cents a share, which was paid on January 30, 1954. In 
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the letter sent to you with the January: 1954 dividend: check, it was pointed out 
that the nontaxability to the stockholders of the dividends distributed to them 
in 1949, 1951, 1952 and 1953 was accomplished by the sale of securities (such as 
certain shares of National City Bank stock) which had a high cost for tax pur- 
poses and that such sales created, on the tax records of the corporation, losses 
which could not be fully utilized in those years to reduce the corporation’s tax 
liability. However, any unused capital loss may be carried forward, but only 
for a period of 5 years from the year of loss, to offset capital gains during that 
period. If in 1954, capital gains are realized, the resulting tax liability can be 
eliminated by offsetting the gains with the capital loss carryover, or part of it, 
which was built up during the last 5 years. If the capital loss created in 1949 
is not used in 1954, the tax benefit available to the corporation and, in conse- 
quence, its stockholders, by use of that carryover will be lost. It is the present 
view of your board of directors that it would be advisable for the corporation in 
1954 to utilize at least the loss carryover that would otherwise expire in that 
year. As this means the establishment of capital gains in 1954, it is probable 
that the dividends distributed by the corporation in 1954 will be taxable as divi- 
dend income. 
THE BALANCE SHEET 


Investments in the stocks of domestic subsidiaries, which account for more 
than half of all our assets, had a carrying value of $87,954,509 at December 31, 
1953. The net increase of $2,054,366 for the year was due, mainly, to the purchase 
of additional capital stock issued by First National Bank of Arizona, the First 
National Bank of Mountain View, and Bank of Nevada and a capital contribution 
to the First National Bank of Bellflower. The rapid growth of these 4 banks 
and, in 2 instances, the need for enlarged banking quarters, warranted further 
investments in those subsidiaries. The addition to our holdings of Columbia 
River Packers Association, Inc., was the result of the acquisition of shares of that 
company previously owned by one of our insurance subsidiaries. Two wholly 
owned companies, American Brokerage, Inc. and Occidental Corp., which had 
been inactive for many years were dissolved by the year-end. 

Investments in other corporate securities, at December 31, 1953, were carried 
for $33,282,144, a net increase for the year of $12,139,793. It will be noted from 
the detailed statement on pages 22 and 23 of this report, that such investments 
include a considerable interest in Henry J. Kaiser Co. That investment emanated 
from our purchase, on April 28, 1953, of $15 million par value of class A pre- 
ferred stock of Willys Motors, Inc., as a step in the financing arrangements by 
which the latter company purchased the business and substantially all of the 
assets of Willys-Overland Motors, Inc., which included the production of the 
well-known Willys Jeep. Our investment was predicated on the continuance of 
the earnings reported by Willys-Overland and on the assumption that our stock 
interest would be retired from such earnings in less than 15 months. By agree- 
ment at the time of the purchase, it was provided that the operations of the Willys 
division would be kept separate, and insulated, from the operations of Kaiser 
Motors, Inc. 

Toward the middle of the year, however, the earning power of Willys Motors, 
Inc., was adversely affected by the shutdown of its plant for about 8 weeks 
(occasioned by a strike at one of its major suppliers), by the cancellation and 
cutback of certain defense contracts, and by the intense competition that had 
developed in the entire automobile industry, These occurrences and the pro- 
posal to merge certain like operations of Willys Motors and Kaiser Motors 
called for a reconsideration of our investment. Keeping abreast of changed 
economic conditions, the corporation exchanged its holdings of $13,400,000 of 
Willys preferred stock (the remainder of our holdings had, for the most part, 
been redeemed) for a like amount of new 6% percent first preferred stock of 
Henry J. Kaiser Co., and at the same time made a loan of $6,600,000 to that 
company. Henry J. Kaiser Co. is closely identified with many prominent and 
fast-growing industries. Its assets include substantial stock holdings in Kaiser 
Steel Corp., Kaiser Aluminum & Chemical Corp., and Permanente Cement Co., 
as well as in Kaiser Metal Products, Inc., Willys Motors, Inc., and other assets. 
Our revised investment thus is supported by a cross section of numerous impor- 
tant enterprises. 

During the year 53,500 shares of stock of the National City Bank of New York 
were sold, which shares had been written down in 1931 without any resulting 
tax benefit. Although the sales resulted in a book profit of $820,196, they 
established a substantial loss for tax purposes. A small part of that tax loss 
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was used to offset 1958 capital gains; the unused portion is available to apply 
against capital gains that will arise during the next 5 years. 

Under the supervision of the management and our newly formed investment 
analysis department, the corporation's portfolio of other corporate securities 
has had day-to-day review and has been rearranged to keep pace with prevailing 
market and industry conditions. A number of issues have been sold, and some 
new holdings acquired, while other securities, previously held by subsidiaries, 
have been centralized in the corporation’s own portfolio. At December 31, 1953, 
our other corporate securities, which were carried for $33,282,144, had a value 
of $40,442,673. 

The balance sheet on page 17 shows that the capital and surplus of Trans- 
america Corp. aggregated $137,661,195 at December 31, 1953. There was also 
$128,785,045 of appreciation in our investments in domestic subsidiaries and 
other corporate securities, as well as $1,770,926 of deferred investment profits. 
The total of those amounts, $263,217,166, is equivalent to $26.71 for each share 
of Transamerica Corp. stock outstanding. It should be remembered, however, 
that this indicated value of $26.71 a share does not take into consideration the 
value of the vast amount of insurance in force with our insurance subsidiaries, 
the going concern and good-will value inherent in our banks, the present-day 
value of plans and equipment written down by our manufacturing companies, the 
potential value of our oil interests, and like increments, all of which, although 
intangible, are nevertheless, factors of true value. 


BAN KING SUBSIDIARIES 


During the year, additional branches of Transamerica’s subsidiary banks were 
established at Portland, Oreg.; Santa Ana, Calif.; Buckley, Wash.; and at 
Glendale, Wellton, and Goodyear, Ariz. Our majority-owned banks provide 
complete banking services at 156 offices in practically all important areas in the 
five Far Western States; many of them, during the year just ended, enlarged 
their capital stock accounts or surplus accounts, and are thus able to serve more 
fully the borrowing needs of their customers. 

The continued and steady growth of our banks during the 12-month period is 
clearly shown by the expansion of loans, the rise in deposits, and the increase in 
earnings. Loans and discounts at December 31, 1953, totaled $728,029,774, or a 
gain of $38,709,801 for the 12 months, while deposits of $1,547,335,008 were 
$29,140,898, or 2 percent higher than a year ago. The latter gain is emphasized 
still more by the rising number of depositors. At the 1953 year end, our banks 
had on their books 1,102,640 deposit accounts of all types, a 7 percent increase over 
the 1,027,836 accounts a year earlier, clearly indicating the public’s recognition 
of modern, helpful service. 

As a result of more business handled, coupled with slightly higher interest 
yields, revenue went up by $6,649,201 to $59,378,414, while the expense of opera- 
tions advanced by $4,093,605 to $39,452,648. In consequence, normal earnings for 
the year rose to $19,925,766, or $2,555,596 more than for the 1952 period. Pro- 
visions for taxes on income and for possible future loan losses aggregated $10,- 
188,299, and were 17 percent higher than the $8,702,314 for the preceding year. 
Net profit for 1953 was $9,742,467, a betterment of $1,074,611 over the $8,667,856 
reported for 1952. 

While our banks as a group did exceptionally well during 1953, the individual 
accomplishments of our larger banking subsidiaries deserve special comment. 

The First National Bank of Portland, the first bank on the Pacific coast 
chartered as a national bank, reported net earnings of $4,076,047, or 22 percent 
more than last year. First National Bank of Nevada finished the year with 
deposits and loans at record levels. Its loans increased 25 percent, exceeding 
by far the percentage increase for the Nation’s banks as a whole. First National 
Bank of Arizona’s deposits rose to $137,084,551, the highest total in its 72 years 
of activity. Central Bank and National Bank of Washington were botb affected 
by heavy tax provisions, but their earnings before such provisions were, respec- 
tively, 48 percent and 22 percent greater than in the 1952 period. 

Another forward step was taken in February 1954, when our chief banking 
subsidiary in Oregon, the First National Bank of Portland, acquired the banking 
business and substantially all the assets of our 15 other majority-owned banks in 
that State. The acquisitions enabled the First National Bank of Portland to open 
additional offices at the following points in Oregon: Carlton, Corvallis, Cottage 
Grove, Eugene, West Eugene, Forest Grove, Lebanon, Monroe, Ontario, Philomath, 
Portland, Prineville, Scio, Seaside, Silverton, Springfield, Sweet Home, Yamhill. 
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These new branches give the First National Bank of Portland a total of 67 
offices in Oregon and afford it the opportunity to furnish, on a wider basis, its 
excellent and complete banking service to the people of that State. After these 
acquisitions and the new financing which was approved by the stockholders of 
the bank on February 23, 1954, the total assets of our Portland bank will be 
almost $800 million, making it the largest bank in the Pacific Northwest and, in 
rank by deposits, among the 25 largest banks in the United States. 

Every year since the liberation of Italy, Banca d’America e d'Italia has forged 
ahead. Over the last 4 years, deposits have more than doubled and on December 
51, 1953, stood at 115 billion lire (which, converted at the official exchange rate, 
equals $184 million). That is a growth of 22 percent for the year. Loans, dis- 
counts, and advances expanded even more rapidly, the total of 58 billion lire 
($93 million) registering a 34 percent increase since the end of 1952. For the 
third consecutive year, to keep pace with its growing volume of business, our 
Italian subsidiary has enlarged its capital. In 1953, by the declaration of a 
stock dividend and by the sale of additional shares, the capital account was lifted 
from 500 million lire to 650 million lire. Pursuant to Italian law, Banca 
d’America e d'Italia has restated the carrying values of certain of its invest- 
ments in banking premises and in a subsidiary holding similar assets. The 
restatement permits a more realistic presentation of the value of those invest- 
ments, most of which were acquired in prewar years before the Italian lire was 
depreciated. For the time being, the amount of the adjustment, 1,966 million 
lire, is carried as a revaluation reserve. 


INSURANCE COMPANIES 


Occidental Life Insurance Co., in 1953, again achieved a distinguished record. 
Continuing the uninterrupted growth that has characterized its operations, 
the company had insurance in force amounting to $4.582,427,020 at the year-end. 
That is an increase of $624,269;471 for the year 1953. By way of comparison, 
Occidental had $629,258,725 insurance in force at the end of 1941. Thus the 
1-year growth in 1953 is virtually equal to all the insurance on the books of 
the company after the first 35 years of its operations. It is because of these 
impressive gains that Occidental Life now ranks in 13th place among the 700 
legal reserve life-insurance companies in the United States and Canada. 

New life insurance sales of $817,178,640 in 1953 again topped the volume of any 
previous year and emphasized the ever-growing preference for the type of pro- 
tection provided by Occidental’s policies and certificates. Counting all forms of 
insurance, 4,073,661 contracts were in force at the end of 1953 by which Occi- 
dental‘s growing family of customers has planned for the future. In 1953, 
$72,120,973 was paid out by the company in benefits to policyholders and bene- 
ficiaries. In addition to life insurance, an important branch of Occidental’s 
operations is directed to providing against loss through illness or accidents. 
That division in 1953 developed $52,827,191 of premium income, a 38 percent 
advance over the like total for 1952. 

Occidental, at December 31, 1953, had $400,281,234 of assets. Its capital funds 
of $37,690,417 reflected an increase for the year of $4,726,163. Net profit of 
$10,423,693 for 1953 was slightly better than the preceding year’s results. 

Our other insurance subsidiaries, Pacific National Fire Insurance Co., Para- 
mount Fire Insurance Co., Manufacturers Casualty Insurance Co., Manufac- 
turers Fire Insurance Co., Premier Insurance Co., and Automotive Insurance 
Co., each fared well in writing fire, casualty, property damage and allied lines 
of insurance. The expansion of the volume of business handled by these com- 
panies can best be appreciated by a comparison of premiums written, which 
rose to $47,684,295 in 1953, a sizable gain over the 1952 total of $44,152,912. 
According to statutory requirements, part of the premium income has been 
retained in the unearned premium reserves; a substantial part of those reserves 
actually represents deferred income which will be carried back into earnings 
over the next few years as the various policies age. Those reserves amounted 
to $37,272,748 at December 31, 1953, indicating a net addition of $2,942,054 for 
the year. The loss experience of this group of companies remained at about 
the same level as in the preceding year, and is in line with the experiences 
of other insurance companies throughout the Nation. 

The net statutory profit of the 6 companies for 1953 was $1,715,184. When 
adjusted to take into consideration the stockholders’ equity in the increases in the 
unearned premium reserves, the 1953 profit amounted to $2,679,206. That com- 
pares with $3,785,357 for the preceding 12 months. 
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MANUFACTURING COMPANIES 


General Metals Corp. sales were affected by a number of new factors that 
arose in 1953. The Government’s cutback of defense orders, increasingly stiff 
competition in the diesel engine industry, and the overinventory position of oil 
suppliers were among the difficulties encountered by the company. It is eredit- 
able, indeed, that the sales volume for 1953, aggregating $34,668,569 registered 
only a modest decline from the preceding year’s total of $36,399,389. Manu- 
facturing costs were somewhat higher, due, for the most part to increases in 
wage scales and price rises for raw materials. After setting aside $1,516,783 
from its earnings for income and excess-profits-tax provisions, there remained 
$1,089,646 as net profit. The like figure for 1952 was $1,535,555. 

The company’s new $5 million plant in Oakland, Calif., designed originally for 
the manufacture of ordnance for the Government but adaptable for industrial 
production, is nearing completion and will add another unit to the company’s 
modern facilities. 

Sales by Columbia River Packers Association, Inc., of canned tuna, salmon, 
crabmeat, shad roe, and other fresh and frozen seafoods totaled $13,956,705 in 
1953, which was substantially better than 1952 sales of $12,148,082. This in- 
crease was due largely to the public’s increasing demand for the company’s 
high-quality seafoods, mostly marketed under the popular Bumble Bee label, 
which products have been, and will continue to be, aggressively promoted in the 
major markets of the Nation. The wide diversification of the company’s pro- 
duction offset to some extent the unexpected shortage in the canned salmon 
pack. It was anticipated that salmon runs would be normal in 1953, but in 
most fishing areas the catch was light. In the Alaska fishing waters particu- 
larly, our subsidiary suffered with all other canning companies due to the 
unusual scarcity of salmon. 

Bettering 1952’s record production, the company’s canneries in Oregon, Wash- 
ington, and Alaska packed 853,126 cases of seafood. That is almost 10 percent 
more than the 776,676 cases packed in 1952. The company completed the year 
with net profit of $517,265, a marked increase over the 1952 net profit of $338,497. 
This subsidiary has distributed annual dividends uninterruptedly since 1941. 


REAL ESTATE DEVELOPMENT AND OIL INTERESTS 


Capital Co. reported a year of widening business and higher earnings. Fur- 
ther extension of its activities in real-estate development, which includes 
participations with responsible builders and subdividers, has become a major 
source of earnings. Income from such projects amounted to $759.728 in 1953, 
compared with $183,890 for the preceding year when the program was being 
developed. Fees for property management continued at about the same level 
and totaled $1,176,653 for the 12-month period. From its interests in 113 pro- 
ducing wells, 19 of which were brought into production in 1953, and from 
royalties and rentals from owned oil lands leased to others, the company received 
income of $965,677. That is an increase of 24 percent over the 1952 results. The 
company has continued the policy of developing its oil properties in association 
with other companies in order to minimize the risks inherent in exploration 
work. 

Early in 1953, Western Merchandise Mart, a 71-percent-owned subsidiary, was 
dissolved and the Mart Building, constructed by Capital Co. in 1987, was sold. 
From this transaction, Capital Co. booked income of $2,115,776, which, after 
taxes, added $1,565,674 to its net profit. In addition, other real-estate sales 
resulted in a gain of $423,398, substantially more than the 1952 results. 

Because of the successful operation of all of its departments, the company 
finished the year with $2,333,025 of net profit, or $1,872,626 more than for the 
preceding year. 

Allied Building Credits, Inc., through a program of business refinement dur- 
ing 1953, proceeded to consolidate the gains from its expanded activities over the 
past 7 years, and to maintain its sound and balanced operations. With those 
objectives in mind and anticipating some uncertainty in the note market, the 
company, through quality selection, both as to credit risks and dealer sources, 
restricted its note acquisitions to $72,544,000 of high grade paper, most of which 
was sold to banks. Two-thirds of all such notes purchased are Government 
insured. 

Mortgage financing improved in 1953, with the result that at the year end the 
company owned, or was servicing, notes and mortgages totaling $181,492, 
closely paralleling the 1952 figure of $184,851,000. 
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Better yield on its curtailed volume of purchases, coupled with maximum 
operating efficiency, resulted in net profit of $1,396,346 for the year, an appre 
ciable advance over the 1952 results of $1,228,309. 


FEDERAL RESERVE BOARD PROCEKDINGS 


The Clayton Act proceedings initiated in 1948 by the Federal Reserve Board 
against Transamerica finally terminated in the full vindication of the corpora 
tion. In March 1953, the appeal to the United States Court of Appeals for the 
Third Circuit from the Board’s decision against Transamerica was argued. In 
July, the court handed down its decision in which it held unanimously that the 
Board had failed to show any tendency to monopoly or any other activities in 
violation of law on the part of the corporation. The court directed that the 
Board's order, requiring Transamerica to divest itself of stock in banks in the 
five States of California, Oregon, Washington, Nevada, and Arizona should be set 
aside. The Board sought to upset this determination by requesting the Supreme 
Court of the United States to review the decision. Transamerica opposed such 
further review and on November 30, 1953, the Supreme Court refused to disturb 
the ruling of the court of appeals. As a result, the Federal Reserve Board an- 
nounced that it contemplated no further proceedings against Transamerica, and 
on December 17, 1953, entered an order dismissing the complaint. Shortly there 
afrer, the restraining order obtained by the Board in 1950, involving the sale of 
banks owned by your corporation, was vacated. Your corporation is gratified 
that the Board's charges have been proven unfounded and takes a deep satisfac- 
tion in this successful outcome of the entire matter. 


THE MANAGEMENT OF YOUR CORPORATION 


A number of important changes have occurred among the corporation’s direc- 
tors and senior executives since our last annual report. 

In May 1953, in order to give more time to his personal affairs, Mr. James F. 
Cavagnaro asked to be released from his office as chairman of the board, which 
office he had held since his retirement as an active officer in 1950. Mr. Cavagnaro 
remains an esteeemed member of the board. 

Your board thereupon elected me as chairman of the board and, shortly after, 
following the resignation of Mr. Sam H. Husbands, unanimously appointed me as 
president. I am grateful for this expression of confidence and shall devote my 
entire efforts to carry out and develop the sound policies initiated by our beloved 
A. P. Giannini when the corporation was founded. 

Early in 1954, Mr. H. C. Maginn’s business interests impelled him to resign as 
a director and executive committee member of the corporation, Your board wil! 
miss his valuable assistance in guiding the affairs of the corporation. The 
vacancy on the board of directors was filled by the election of Mr. Ted R. Gamble, 
who for many years has served the corporation’s interests as a director of the 
First National Bank of Portland. He is prominent in the Pacific Northwest for 
his various business enterprises and his activity in civie affairs; he became a 
national figure during the war years when, as Assistant to the Secretary of the 
Treasury, he served as National Director of the War Finance Division. 

Mr. W. L. Andrews, who has long been associated with the corporation as 
senior vice president and treasurer, as well as one of its directors, has been ap- 
pointed to membership on the executive committee. 

In closing this report, my fellow directors and I thank the many thousands of 
our stockholders for their helpfulness in the development and success of our 
operations. We also desire to acknowledge the fine services that have been 
rendered so capably by the employees, officers, and directors of our subsidiaries. 

By order of the board of directors. 

F. N. BELGRANO, Jr., 
Chairman of the Board and President. 


ACCOUNTANT’sS REpoRT 


Boarp OF DIRECTORS AND STOCKHOLDERS, 
Transamerica Corp.: 


We have examined the balance sheet of transamerica Corp. as of December 31, 
1953, and its related statements of income and surplus for the year then ended. 
Also we have examined the balance sheets at the same date and the related 
statements of profit and loss and surplus of its domestic subsidiaries, except 
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banks, and except Manufacturers Casualty Insurance Co. and subsidiary for 
which we have accepted the report of examination of another firm of independent 
public accountants. Our examinations were made in accordance with generally 
accepted auditing standards, and accordingly included such tests of the account- 
ing records and such other auditing procedures as we considered necessary in the 
circumstances, 

In our opinion, the accompanying balance sheet and statements of income and 
surplus of Transamerica Corp. present fairly the financial position of that 
corporation at December 31, 1953, and the result of its operations for the year 
then ended, in conformity with generally accepted accounting principles applied 
on a basis consistent with that of the preceding year 

Further, accepting the policy reserves of Occidental Life Insurance Co. of Cali- 
fornia as reported by that company’s actuary, it is our opinion that the accom- 
panying balance sheets of Capital Co., Allied Building Credits, Inc., Columbia 
River Packers Association, Inc., Occidental Life Insurance Co. of California, 
General Metals Corp. and subsidiary, and the fire and casualty insurance sub- 
sidiaries combined, present fairly the separate, consolidated, or combined finan- 
cial position of the respective company or companies at December 31, 1953, and 
the statement of profit and loss and surplus of Capital Co., Allied Building 
Credits, Inc., Columbia River Packers Association, Inc., Occidental Life Insar- 
ance Co. of California, General Metals Corp. and su sidiary, and the com- 
bined profit and loss statement of the fire and casualty insurance subsidiaries, 
present fairly the results of their operations for the year then ended, in con- 
formity with generally accepted accounting principles applied on a basis con- 
sistent with that of the preceding year. 

Ernst & Ernst, 
Certified Public Accountants. 
San Francisco, Caurr., March 8, 1954. 


TRANSAMERICA CORP. 
Balance sheet, Dec. 31, 19538 


ASSETS 
Investments in securities : * 
In capital stocks of domestic subsidiaries (see next table), 
engaged in: 


ce a a alg ek le inigtlhaeiat tnareneate tale $36, 889, 056 
Life, fire, and casualty insurance__....________ sihiipis ch heme! Oy ty 
Se VeRO, 2io!) obo wilco Jou lo 7: 550, 000 
nc A eteeteir de taemaniamietsbec dao 8, 873, 691 
BN hn sahil eld has eh, a detecanlle dab teks wibiaii Setrdhbictetneinnitl ’ 971, 943 





(Equity in adjusted book net asset value, $204,579,025) _ 87, 954, 509 
Banca d’America e d'Italia (94.47 percent owned). $9, 110, 618 
Bie wesenVe S20) ope: Jsuu5 Jeet ods a 5, 239, 385 
—— — 3, 871, 233 
Other corporate securities (see table entitled “Other 
Corporate Securities”) : 
Listed or Serer (quoted market value, 





BEER BSP) Sincisinen anit Hd-heruies — $18, 171, 800 

Not ten O82. Guoteg .. 4.1. s8ausen) 2b 2 15, 110, 344 
——_—_——— 33, 282, 144 
SD cite kcetdasniveca is in tahinaadidigaiel iia iaeic Mina sii ss ans ---. 125, 107, 886 
Cash om band and on depodit.... i... 00sec nnnee- saat tee 8, 228, 754 
Notes and other receivables (less allowance of $187 087) - anne is 7, O88, 168 
Loans to officers and employees of the corporation and subsidiaries_ 348, 429 
Owing from subsidiaries_.___________ csaiaaiia li tikn adebiiancettae hathitinantamnen toe 13, 501, 664 
ce nine sinsesigegpeilabssneteten 132 
Goodwill and going concern value__....__....___________________- 1 
Ia eta cali ican Al oh aes Pa recap ndhrichseticiesleoteagdnicheek tekatieom odds scerprdietovareeerial 1 54, 275, 034 


See footnotes on following page. 
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TRANSAMERICA CorP.—Continued 
Balance sheet, Dec. 31, 19583—Continued 





LIABILITIES * 





Mote payable to bank, mnenceredl....... nn hn ek scccenncsell $5, 000, 000 te 

Accounts payable : 

Federal taxes on consolidated income, estimated__. $7, 990, 139 California: 
Taxes, other than Federal taxes on income____~-_- 47, 267 ; Amer! 
WRoueieciit 228 Se ce ee 502, 423 j = 
———————-__ 8, 539, 829 Bank 

Owins’ te waeniiariee ear ee ea 889, 430 Bank 
Meserved' for ‘ecoultobeneiee 5 ee ce es 913, 654 oun 
Net profit on intercompany sales of investments, deferred____.____- 1, 770, 926 ‘ Farm 
Capital stock and surplus: 4 First 
Capital stock ($2 par value) : A 
Shares First 

Deter to Se eo 25, 000, 000 7 First 

chindeh bcncctllihtasetahads rs 

q t 

bee os uy ig ae 11, 200, 000 § vu 

igme: Th tremeity..o22 528 1, 346, 800 % First 

Sab eileen, ; rs 

7 First 

Cutsinwiitie paws 9, 853, 200 $19, 706, 400 4 First 
Surplus: ** First 
Paid-in surplus (no change during j a 
ee a eerie cniminingittons $60, 659, 057 First 
Earned surplus (since Jan. 1,1932)_. 57, 295, 738 & Stan 
—_—_—_———_ 117, 954, 795 — 66a 

—__—_—— 137, 661, 195 i Firs 

La rst 

NE wes cechentonrestetetrgandiecianmeeeatatenelitiaiasaalaliniiiamindl ae ai 154, 275, 034 : as 

1 See tables entitled “Investments in Capital Stock of Domestic Subsidiaries” and ‘Other 7] = 
Corporate Securities” for bases of carrying amounts for investments in securities. Equity 4 Firs 
in adjusted book net assets value includes $3,768,255 of quoted market value in excess of ; Firs 
cost for securities held by subsidiaries other than banks. j Firs 

2 At Dec. 31, 1953, the en was contingently liable in the amount of $3,725,000 ; Firs 
as guarantor of bank loans of which $2,425,000 pertains to a subsidiary, and in the amount 3 Firs 
of $1,954,695 as guarantor of notes discounted by a subsidiary with 2 banks. On Oct. 18, i Firs 
1951, the United States District Court for the District of Delaware entered interlocutory : Firs 
orders in 3 suits brought by certain former stockholders of the Axton-Fisher Tobacco Co. < Firs 
against the corporation. Such orders provided that the Corporation is liable but reserved Fir: 
for later determination by a special master appointed by the court the names of the persons Firs 
entitled to recover, the measure of damages to be sarees and the principal amount and Arizona 
interest thereon to which each such person is entitled. As of the date hereof the special ie 
master has not filed his final report with the court although it is expected that he will file Nevada 
such report in the near future. The master has indicated that the report, when filed, is ~~ Bar 
likely to find damages in favor of er which might result in liability to the corporation Far 
aggregating several millions of dollars. The corporation will have the opportunity to argue Fir 
exceptions to the master’s report in the district court before judgment fixing the amount Washin 
of liability of the corporation is entered. The corporation intends to appeal from any Na 
judgment that is entered against it by the district court, both on the question of liability 
and the amount of damages. A 4th suit was filed against Transamerican Corp. in the same ' 
court on July 10, 1952. An answer has been filed by the corporation denying liability, é 
but the action has not as yet been tried. This 4th suit has some aspects of similarity to “ 
one of the 3 actions previously referred to. ? 

* At Dec. 31, 1953, surplus was restricted in the amount of $2,693,600 represented by Occide: 
1,346,800 shares of capital stock held in treasury. ; Pacific 
$0.60 sammaty 1954 the corporation declared and paid a cash dividend of $6,404,759, or % Manuf 

.65 a share. 
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Investments in capital stocks of domestic subsidiaries, Dec. 31, 1953 


BANKING SUBSIDIARIES 
California 
American Commercial & Savings Bank, Moorpark 
Bank of Beaumont 
Bank of Newman 
Bank of Pinole__-. 
Bank of Tehachapi 
Central Bank, Oakland 
Central Bank of Calaveras_. 
Farmers and Merchants Bank of Watts 
First National Bank in Corcoran 
First National Bank in Delano 
First National Bank in Santa Ana 
First National Bank in Turlock - - - 
First National Bank of Bellflower, The 
First National Bank of Crows Landing, The 
First National Bank of Fairfield, The 
First National Bank of Garden Grove, The 
First National Bank of Los Altos, The 
First National Bank of Mountain View, The. 
First National Bank of Oakdale, The 
First National Bank of San Jacinto, The 
First National Bank of Weed, The 


First National Trust and Savings Bank of Santa Barbara 


First Savings Bank of San Jacinto_. 
First Trust and Savings Bank of Pasadena and affiliate 
Stanislaus County Bank 
Temple City National Bank of Temple City, The- 
Oregon: 
First Carlton Bank 
First Corvallis Bank _- 
First Monroe Bank 
First Moreland-Sellwood Bank. a 
First National Bank of Cottage Grove, The 
First National Bank of Eugene, The---- ‘ 
First National Bank of Forest Grove, The 
First National Bank of Lebanon, The 
First National Bank of Portland, The, and affiliate 
First National Bank of Princeville, The 
First Ontario Bank 
First Scio Bank 
First Seaside Bank sa 
First Silverton Bank__...-_-- 
First Sweet Home Bank. --- 
First Yamhill Bank- .-.. 
Arizona: 
First National Bank of Arizona and subsidiary - - - 
Nevada: 
Bank of Nevada_. 
Farmers’ Bank of Carson Valley, Inc... 
First National Bank of Nevada 
Washington: 
National Bank of Washington. 


INSURANCE SURSIDIARIES 
Occidental Life Insurance Co. of California. -. -- és 
Pacific National Fire Insurance Co. and subsidiary - 
Manufacturers Casualty Insurance Co. and subsidiary. 
Paramount Fire Insurance Co 
Automotive Insurance Co 
i Raiiceaeotedcenenntnd 
REAL ESTATE DEVELOPMENT SURSIDIARIES 


Allied Building Credits, Inc 
Capital Co. and subsidiaries _-_ 


Total_.. 
MANUFACTURING SUBSIDIARIES 


General Metals Corp. and subsidiary . - - 
Columbia River Packers Association, Inc-.- 


We tidctcinnacsigabesmcsin ‘ 


See footnotes at end of table. 








| Equity in 




















Percent Carrying | ; 
ownership value ! | outa 2 
| 
88. 00 $49, 620 | $87, 783 
94. 00 128, 282 162, 405 
97. 28 233, 678 | 390, 687 
94. 60 270, 187 | 837, 623 
92. 50 69, 837 171, 200 
92. 18 3, 602, 897 | 9, 614, 176 
91. 67 167, 716 301, 167 
97. 50 237, 599 | 383, 336 
90. 00 163, 093 363, 593 
98, 25 862, 271 915, 257 
98. 47 1, 462, 275 2, 505, 904 
89, 87 465, 370 525, 102 
95. 50 502, 239 | 850, 541 
91. 60 125, 899 177, 966 
88. 00 106, 914 | 149, 543 
97.00 212, 185 | 398, 014 
93. 87 170, 802 317, 929 
89. 49 367, 788 460, 479 
92. 00 788, 877 834, 517 
88.00 80, 858 118, 354 
90.00 104, 474 193, 153 
95. 98 1, 082, 472 1, 406, 223 
90. 00 55, 057 63, 191 
98. 06 2, 237, 939 | 4, 066, 700 
97.08 568, 813 538, 436 
06. 67 145, 008 | 417, 789 
94. 00 66, 056 101, 823 
99.00 | 900, 543 | 936, 668 
91. 67 53, 909 78, 138 
99. 14 183, 552 445, 971 
91. 60 122, 267 | 598, 283 
98. 80 3, 219, 228 3, 910, 505 
90. 00 | 74, 413 | 250, 757 
96. 67 | 974, 484 988, 721 
56. 61 7,071,223 | 26, 589,305 
91. 50 108, 767 458, 484 
94. 93 | 230, 764 | 242, 995 
97. 00 28, 032 | 108, 962 
99. 00 79, 171 395, 131 
98. 67 91, 304 347, 032 
98. 40 96, 774 296, 525 
94. 00 110, 549 | 154, 472 
} 
| 64.79 5, 242, 978 | 6, 949, 704 
| 70. 00 | 359, 000 | 838, 912 
88. 00 | 148, 096 | 292, 254 
99. 09 792, 439 9, 390, 900 
52.25} 2,673, 357 4, 635, 571 
| 36, 889. 056 | $4, 271, 181 
= | epee | = 
| | | 
.| 100.00} 6,507,600 | 47, 615, 652 
ial 100.00 | 6, 518, 799 16, 648, 107 
aan 99. 78 | 8, 388, 083 | 6, 851, 890 
7 92. 41 4, 255,337 | 2,827, 984 
100. 00 700, 000 | 675, 564 
loianiee 26, 369, 819 74, 619, 197 
100. 00 10, 750, 000 16, 355, 652 
100. 00 4, 800, 000 11, 512, 163 
15, 550, 000 | 2, 867, 815 
94. 43 6, 208, 484 12, 684, 480 
75. 62 2, 665, 207 4, 549, 383 
8, 873, 691 17, 233, 863 


———— 
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investment in capital stocks of domestic subsidiaries, Dec. 31, 1953—Continued 





1 


Equity in 








Percent Carrying : 
ownership value ! are, a 
OTHER SUBSIDIARIES 

Coast Service Co 100. 00 2, 439 40, 356 
Corporation of America . 99. 73 102, 211 | 275, 092 
Inter-America Corp. (California) 100. 00 57, 932 | 228, 565 
National Insurance Agency 78. 01 9, 361 | 23, 950 
Timeplan Inc. (inactive) 100. 00 100, 000 | 19, 006 
Total_...... aden : : 271, 943 586, 969 
Grand total... puna tid ‘ = veahees 87, 954, 509 204, 579, 025 


!The amount for investments in capital stocks of subsidiaries is net asset values as of Dec. 31, 1931, for 
securities then owned and still held, with subsequent additions at cost or less, as carried on the books of 
this corporation or subsidiaries since liquidated, less liquidating dividends received and certain write- 
downs. 

? Adjusted to include $3,768,255 of quoted market value in excess of cost for securities held by subsidiaries 
other than banks. 


Additional investments in capital stocks of the above subsidiaries are as 
follows : 


[Percent] 


e | Additional 
— holdings by Total 
, P. subsidiaries | 
The First National Bank of Portland ne 56. 61 10. 94 67.55 
Central Bank, Oakland ' 92.18 7.50 99. 68 
First National Bank of Arizona 64. 79 14. 68 79. 47 
National Bank of Washington- 52. 25 10.15 62. 30 
Columbia River Packers Association, Inc. a 75. 62 6.88 | 82. 50 
General Metals Corp > ‘ 94. 43 1.82 96. 25 


Income account, year ended Dec. 31, 1953 
Income: 
Dividends: 


In IN a as carer aphid $8, 726, 165 

From other ¢ompanie@ctis 2 ct 1, 579, 816 
—————— $10, 305, 981 
a eee ee ha ae ke ele 347, 885 
Security transactions—net profit based on book values *___--~-- 1, 520, 199 
So a a ee 103, 626 
I lan A ences ache dil tee Setar hie 77, 232 
SO i Ie ee edinde pebibaaiconeaes 12, 147, 671 

Expense—corporate : 
et ats tac teeth anche Rie, Eticns cnemsssenieieenns $14, 347 


Transfer and registrar fees, revenue stamps, 


IE nt cote itil chtsceepepatereeaesnhaah iin cia ieee et 
Taxes, other than Federal taxes on income__ 43, 071 
$145, 308 
Administrative expense: 
I cicntercscanseniparcnensnneeng lacs avinin gn neptnenen 304, 182 
Other office and general expense____--_____ 427, 259 
_ 731, 441 
876, 749 
a a ae ee ee sano 11, 270, 922 


Seco footnotes on following page. 
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Income account, year ended Dec. 31, 19538—Continued 


Other income: ’? 

Amount charged to subsidiaries in lieu of Federal 
taxes on income calculated on a separate return 
basis, less adjustment of $8,730 with respect to 

SOG SUNNO So eect wacommntcnebne _ $9, 007, 746 
Less: Provision for 1953 Federal taxes on income 
on a consolidated return basis, $7,990,139 (of 
which $822,632 applies to Transamerica Corp, on a 
separate return basis), and adjustment of $14,211 

with respect to prior years__.--_---_-~_ egcnainns «ty GO Soe 

- - $1, 003, 396 


Net profit of Transamerica Corp. carried to earned surplus*.. 12, 274, 318 


1Net profit on security transactions consists of $819,600 determined on the basis of 
written-down values for securities held on Dec. 31, 1931, the date of general restatement of 
earrying values and $700,599 determined on the basis of cost. These net profits are not 
subject to income taxes for the year 1953, as taxable income on securities is determined on 
original cost, whereas book profits were determined as indicated. 

2 The corporation will collect from or refund to subsidiaries eligible for consolidation for 
Federal income-tax purposes the amount of Federal taxes on income applicable to such 
subsidiaries had they filed on a separate return basis and the corporation will pay the tax 
liability determined to be due on a consolidated basis. 

8 The corporation’s proportion of net profit or loss of domestic subsidiaries, in excess of 
dividends received from such subidiaries taken up in the income account, is included in the 
statement following. 


Net profit of Transamerica Corp. and all domestic subsidiaries 


Net profit of Transamerica Corp. as shown in last table__-_ .... $12, 274, 318 
Transamerica Corp.’s proportion of net profit of domestic subsidi- 
aries in excess of dividends received from such subsidiaries taken 
up in the income account: ? 
Banks eee ee . a a, ; $3, 586, 148 
Other companies__- ¥ wets 11, 901, 564 


15, 487, 712 
Net profit for the year 1953 of Transamerica Corp. and all 

domestic subsidiaries pesamsdbeweborl i, PER Cae 
1The corporation’s proportion of the net profit of Banca d’America e d'Italia is not 


included as certain Italian restrictions are still in effect governing the free exchange of 
lire into other currencies. 


Earned surplus account, year ended Dec. 81, 1953 


Balance of earned surplus at Jan. 1, 1953_ 
Add: 
Net profit for the year ended Dec. 31, 1953, as shown by income 
account 


ER orctensncrue ss 
Deduct : 
Dividend No. 49 of $0.65 a share and a special 
dividend of $0.35 a share paid Jan. 31, 1953 $9, 853, 200 
Dividend No. 50 of $0.65 a share paid July 31, 1953_ 6, 404, 763 
————_ 16, 257, 968 
Balance of earned surplus at Dec. 31, 1953, as shown on 
balance sheet : 
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Other corporate securities, Dec. 31, 1953 


| 
Number of | Quoted mar- 





shares | ket value 
= aoe 1 1818 BtTPIUT Oe ee 
LISTED OR QUOTED 
American Research & Development Corp | 1, 900 $33, 012 
American President Lines, Ltd., class A.. | 11, 838 402, 492 
Anderson, Clayton & Co 3,000 103, 500 
Atlantic Refining Co., The | 2, 500 | 70, 000 
Bank of the Manhattan Co. ‘ | 5, 500 217, 250 
Burroughs Corp. | 6,000 | 93, 000 
Campbell, Wyant & Cannen Foundry Co-- é | 2,000 40, 500 
Cities Service Co | 8,000 | 624, 000 
Citizens National Trust & Savings Bank of Los Angeles_. | 24, 937 | 1, 496, 220 
Climax Molybdenum Co.__. : Sus nds eeoua 4, 500 167, 625 
Coca-Cola Co., The _. 7 2, 500 | 277, 500 
Congoleum-Nairn, Inc... | 4, 000 85, 500 
Continental Air Lines, Inc y | 9, 000 60, 750 
Dewey & Almy Chemical Co.__. 2, 000 37, 000 
Dresser Industries, Inc_- 2,000 37, 500 
Fireman’s Fund Insurance Co--- E . is . 65, 594 | 4, 329, 204 
Florence Stove Co-_. ’ isin as ‘i 1, 700 28, 688 
Georgia-Pacific Plywood Co. 65, 800 658, 000 
Gimbel Bros., Inc. } 2,000 | 26, 000 
Granite City Stee] Co., common ........... __._...--..--- Naktis } 9,is? | 140, 087 
Granite City Stee] Co., 544-percent cumulative nprenenas ea 1,029 | 87, 979 
Hammermiil Paper Co. - 2,000 | 24, 750 
Harbor Plywood Corp---_. 6, 300 | 55, 913 
Homestake Mining Co 2, 000 66, 000 
Kaiser Aluminum & Chemical Corp-_- 3, 528 | 97,020 
Kennecott Copper Corp- 3,000 | 192, 750 
Koopers Co., Inc } ol 3, 000 | 88, 875 
Leslie Salt Co__- : hed. ed 43-8 db bok; adh dn 2, 100 74, 025 
Lukens Stee] Co 4 , evel 20, 800 | 832, 000 
National City Bank of New York, The... 252, 692 | 13, 361, O89 
Pacific American Fisheries, Inc ; ; 4, 500 35, 438 
Cee ne onedveucercenesivcesececpenssts Snead } 2, 500 | 133, 750 
Pittsburg Coke & Chemical Co 13, 920 | 266, 220 
Rayonier, Inc 13, 122 329, 690 
Rheem Manufacturing Co 5, 000 | 131, 250 
Simmons Co 2,000 | 58, 500 
Sinclair Oil Corp.. 4,000 | 127, 000 
Standard Oil Co. of California 2, 500 | 132, 188 
& rior Steel Corp. _- 2, 535 | 35, 500 
vania Electric Products Inc_- 1, 100 | 35, 200 
Ww estern Air Lines, Inc ioe satin Sadbtocioa 19, 500 170, 625 
Worthington Corp... Jee ia 2, 000 60, 750 
Chile internal loan 7 percent, 1960, par value pesos 380,000. _- Sedteidd, Lies | 760 
Miscellaneous (carried for a nominal value) - si 3Gy 72.30 7, 229 
Total quoted market value _. ; : . SS a | 25, 332, 329 
Total carrying value ! i . wfaweececesanen -| 18, 171, 800 
NOT LISTED OR QUOTED 

Henry J. Kaiser Co., 644 percent first preferred _- secant 268, 000 | 13, 400, 000 
Peoples Bank, Lakewood Village, Calif . renews oumbaiewees 1, 306 | 53, 790 
Pictsweet Foods, Inc., class B common_- . wi ‘ : 32, 000 831, 554 
Pictsweet Foods Inc., preferred ‘ 8, 250 | 825, 000 
Total carrying value a : ‘ tien. sd a 15, 110, 344 


| The above securities are carried at their dsieted market value as at Dec. 31, 1931, for securities then owned 
and still held, or at cost or less to this corporation (or to a subsidiary from which purchased) if subsequently 
acquired. 
Subsidiaries hold additional shares of certain of the above securities. The more important additions 
include 66,931 shares the National City Bank of New York, 34,000 shares Citizens National Trust & Savings 
Bank of Los Angeles and 23,900 shares Fireman’s Fund Insurance Co. 
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TRANSAMERICA CorRP., BANKING SUBSIDIARIES 


Combined condensed statement of condition, Dec. 31, 1953 





ASSETS 
Came Ee. Wise aemae-amemeneenn << aye nm 
U. 8S. Government securities__._..__-~- sseuineainasiana che Gemmnsas chins 508, 636, 505 
Ce I iiiiiiia on ncnciniatrtisnadintiontnememnesimwerenie 132, 581, 343 
Sion Ae eeeerns BONER VO IOAN 8 8 eccenamnnaenmannae 2, 202, 000 
Loans and discounts... -~- a 728, 029, 774 
Bank premises, furniture and fixtures_.__.......------ eames ised 20, -484, 084 
Real estate owned other than bank premises_.____._-___-_-~- bake 427, 302 
Income earned or accrued but not collected___...-....-.--..---- 6, 169, 681 
Ce eee sdasnacpcilibtitiecd enchant a a callie ia dl igi J 2, 024, 568 
Reel... an ie cca le ai alee ee ete ea 1, 693, 881, 373 
LIABILITIES 

Capital stock—common_--__-_-~- Ee kl tintin ._ $35,510, 000 

Sune eicbwne aici snide stant ih tideesasabans inet enslao 51, 068, 500 

UE I iit ttiicnamncccoe Sie Reheat 27, 741, 304 

Reserve for contingencies__.........---.....-- * 252, 568 
———_—_—_———— 114,572,372 
Reserve for possible future loan losses__._....-...--..-.--.---- 6, 651, 367 
Income collected but not earned___~..--.-..--_--.- indies h sh bE 8, 946, 550 
Dividends declared—payable in 1954_-....-.--- ~~ sstevaldenatbaeiied 489, 000 
Expenses, taxes, etc. accrued but unpaid__.___.--.._..-___-_--- 9, 695, 247 
Other liabilities__._....__- ibis ah bh hllp nm th Bis ih bial aac aiilen an teh blade cole 6, 191, S29 

Deposits : 
RE RE eS ... $952, 617, 798 
a teens --.. 904, 717;2310 


1, 547, 335, 008 





1, 693, 881, 373 


Combined summary of earnings, year ended Dec. 31, 1953 
Income: 





Interest and discount on loans.__...........-_._-__ Ge $37, 799, 980 
Interest and dividends on securities_......._- yssauuI 12, 364, 034 
GS WC Oceana. nce eee sitgniaiiateeistian 9, 214, 400 
329 a 
TO ie wh Bi 901 wk I SEU Ss 59, 378, 414 
800 Expense : 
Interest paid__._____- i at aaa $9, 698, 918 
Salaries and wages ~....----.........~- -.. 18, 758, 872 
= Taxes, other than taxes on income____________ 951, 355 
554 Net loss on sales of securities__...____________ 419, 682 
00 eee Gxpemmei. 6.2c 02 ee Ee a ee 
=: —_———__ 39, 452, 648 
Metal... wesnqun tie) 0G PE hi een ees 19, 925, 766 
a Deduct : 
; Provision for possible future loan losses________ $241, 818 


Provision for taxes on income__...._...._..__.. 9, 941, 481 
. ———_—— --- 10, 183, 299 


Net. pro@t..........besbeadick. ciagles coy SS wodbads 9, 742, 467 
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Combined total capital funds 
salance at Jan. 1, 1953_- 


Add: 
Net profit of the banks for the year ended Dec. 
ie ae Sabedinatesadnaes itl ehndicahernsteddisioeahiaubeainicnden $9, 742, 467 
Additional capital stock subscribed by share- 
holders - anesqnamsunecte aaa tanta maine akaninaseaibedeny 2, 750, 000 


Donations to surplus by shareholders__- 


Combined total capital funds at Dec. 31, 1953 


Reserve for possible future loan losses (additional de- 
positor protection) 





$106, 593, 908 


12, 692, 467 
119, 286, 370 
__ 4,713, 998 
114, 572, 372 


6, 651, 367 


OcOIDENTAL Lire INSURANCE COMPANY OF CALIFORNIA 


Bolance sheet, Dec. 31, 1958 
ASSETS 


Cash—including trust funds of $3,203,546__..._......--._-_---~-- 
Notes, loans, contracts, and premiums receivable: 


Mortgage loans—first liens_............._ -_- $193, 000, 386 
Loans to policyholders—secured by policy 

WOURIVOR is cid ka > tcenmipnntinaamanbsdbhes 18, 118, 287 
Premiums deferred and in course of collection... 17, 241, 042 
Guaranteed loans, sales contracts and corpo- 

Ease promineery. D000... ncn es 7, 196, 641 

Security jnvestments: 

Benés'at amortised.cost—.................... 110, 069, 378 
Capital stocks of affiliated banks*___.._______ 1, 395, 525 
SU NINNUDINE CODON esciceiiccitincincetensnicisshapinindeennitntonvenin 28, 402, 123 


Real estate—land and buildings at cost less allow- 
ances ($1,312,353) for depreciation: 


Meme wiice bulldineges.....o<..2.0.-. eetded 2, 553, 192 
Emveptment properties. ..2.oeneealtiiusi ck 9, 188, 682 


Investment income due and accrued and sundry assets_.__.._____ 
Assets of Western Mutual Fund (administered on a fee basis) __- 


Total 


LIABILITIES 


Policy reserves ger future benefits... . ... .. ..nsisicnass as culgend 
Dividends, coupons and other benefits due and accrued 
Reported and unreported claims 
en cise itin tal alalalel geta cea iacnadaaisin said ne sp abiouaiaiacnscaii 
Prepayments and unearned income—premiums and interest 
ete ee COORG ) i cst Screen 
Reserve for security valuation 7______..__-_-____ 
Liabilities and surplus of Western Mutual Fund 
Total inentnenioneti 
Capital stock and surplus: 
Capital stock ($12.50 par value): Authorized 
and outstanding—1,000,000 shares__ 
Unassigned surplus 


$9. 143, 158 


235, 556, 356 


139. 867. 026 


11, 741, 874 
2, 559, 442 
1, 413, 378 


"400, 281, 284 


306, 344, 422 
17, 455, 336 

9, 599, 882 
10, 289, 998 

7, 806, 393 

3, 203, 546 

6, 477, 862 
__1, 413, 378 


362, 590, 817 


37, 690, 417 
400, 281, 234 


*Investments in capital stocks are stated at cost. Market values furnished by the 
National Association of Insurance Commissioners exceed the cost of stocks of affiliates by 


$2,692,671 and cost of other stocks by $1,986,907. 


* Reserve for security valuation is established in accordance with a rule adopted in 1952 


by the National Association of Insurance Commissioners. 


NoTr.—Assets of the company valued at $31,486,547 are, as required by law, deposited 
with public officials of States and foreign countries in which the company is authorized to 


do business, for the protection of policyholders. 
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Profit and loss statement, year ended Dec. 81, 1953 


Premiums and other considerations ee $136, 535, 320 
Investment income: 
Interest SJ a $13, 121, 867 
Dividends —_- ez melt 1, 634, 727 
Real estate income ei 1, 306, 759 
donk , 16, 063, 353 
Other income - ‘ bate 1, 611, 094 
Total. > = biesananenatitiiens ontaa \ . 154, 209, 767 
Increase in reserves for benefits under policies and 
contracts eohhake di ‘ol $35, 386, 132 
Death-claims and other benefits under policies and 
contracts__ iteinnsahe audits eee UL 


— 114, 912, 700 
39,297, 067 


Insurance and investment expense: 


Commons «22... ee a ela 12, 502, 072 
Officers’ salaries____ dh dakeieliisiainnidadahipiastadacsaitumeinn 489, 695 
Other salaries______- Bik ES ES siete 5, 575, 091 
Taxes, licenses and fees______-__ Meese Le 4, 271, 408 
Depreciation on real estate, furniture and fix- 
tures oe _— ware ecandinritimadmmnniedesiies 407, 183 
Other expense ‘ Ctereniniiaintie ys tate entannnditesi 6, 755, 880 
——_———-- 30, 001, 32 
” ‘nite ta tat 
Net profit from insurance operations_____ ~~ hinds 9, 295, 743 
PR Bs | re ee 5 1, 127, 950 
Peet’ SOON 5 ook tn ccd en leaneaiot—seb 10, 423, 693 
Unassigned surplus account ‘ 
Balance at January 1, 1953__- Saas ea eh ag ai lla ebeteicceigccniacinchcidbtenate aI $20, 464, 25 
Add: 
Net profit for the year ended Dec. 31, 1953 .. $10, 423, 693 
Decrease in reserve for discount on assets in 
COCR CRI ooo iit cccccnnniivon : 2, 249 
_ 10, 425, 942 
NE ce Se reed sa eslab an as tedthicnton esata rapes ce eek 30, 890, 196 
Deduct : 
Cash dividends paid—$3 a share__________-_- _. $3,000, 000 
Increase in mandatory security valuation re- 
serve he CL a ee ee eS 2! 1, 358, 251 
Provision for disability fluctuation reserve_____ 1, 254, 000 
Increase in nonadmitted value of bonds____-_- 87, 528 
+ 5, 699, 779 
Gy WN > I ee aia 25, 190, 417 
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TRANSAMERICA Corp. FIRE AND CASUALTY INSURANCE SUBSIDIARIES ' 


Combined balance sheet, Dec. 31, 1953 


ASSETS 
Cash on hand and on deposit___. 
Security investments: 
Bonds at amortized cost *__._.._._._______ 
Capital stock of affiliates *_______ er sien 
Capital stocks of other corporations 


_. $33, 338, 264 
5, 800, 920 
27, 614, 645 
Mortgage loans on real estate—first liens_______ Some yald adpliin 
Premiums in course of collection (of which $400,580 
is owing from affiliates) less ceded reinsurance 
UN inccnd AEN ida hl Pes chiccscncnacaaeedcceaene tion niabebs inna 
Reinsurance recoverable on paid losses____._._._-__--___-___._____ 
L-quity—American International Underwriters Asso- 
intial tienen incas conacegesciotentnn thc dima totonrciacenias amarante eee ae 
Contingent commissions and other receivables (of 
which $43,771 is owing from affiliates) and interest 
Ee A sists kcapinccnedcllateimmneobetinseaiitiaesinionsinsienttl sienna ded 
Real estate: 
Home office buildings—at depreciated values___ 
Other—at appraised value__.._....___________ 


Totel_ == Ss eran civ Setar bins lala os nc bares eareenle asides nosenias ens aslipacen ibaa 


Wimet tied Or ONIN nr een ee eels 
Estimated losses and applicable loss adjustment expense________ 
Funds held under reinsurance treaties_............-...-...-__ 
Taxes, including $576,041 payable to Transamerica Corp. in lieu 

of Foseral taxes oO imcvMbOLiu. Sista. 
Contingent commissions and other liabilities (of which $123,979 

el "eee Oe Se oe ee ere re ecto 
Reserve for unrealized appreciation of security investments *___ 
RI. eg cc ange Sapte etc sl adiineeen cocenns neste age tn achie 
Capital stock and surplus: 


eae $4, 450, 000 
Paid-in surplus (no change during year) _-_---_ 15, 790, 418 
SEE WINN oe nea nei didi din te 2, 045, 857 


TI i ecshesecedacen cegnonicoiniancapeainadca itt Daan sina hl tea ae 


$13, 658, 702 


66, 753, 829 
302, 481 


5, 457, 597 
277, 526 


1, 320, 127 


313, 737 


596, 654 


88, 680, 653 


37, 272, 743 
14, 030, 343 
6, 565, 388 


1, 985, 196 
1, 042, 046 


5, 498, 488 
174 


22, 286, 275 


88, 680, 653 


1 Includes Pacific National Fire Insurance Co. and its subsidiary, Premier Insurance Co., 
Manufacturers Casualty Insurance Co. and its subsidiary Manufacturers Fire Insurance 


Co., Paramount Fire Insurance Co., and Automotive Insurance Co. 


2 Bonds carried at $3,235,848 are on deposit with public officials as required by law. 
* Capital stocks are stated at market values furnished by the National Association of 


Insurance Commissioners. 


Such values exceed the cost of these securities by $5,498,488 
as shown by the reserve for unrealized appreciation for security investments. 


NotTre.—Charge in lieu of income tax is computed on a separate return basis; however, 
taxable income is consolidated with that of Transamerica Corp. and certain subsidiaries 
and the charge does not purport to represent a proportionate share of consolidated tax. 
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4 Combined profit and loss statement, year ended Dec. 31, 1953 
Underwriting income: 
eT OA ce ceinbisarinslsanicetaineieniin gepiccincitphitiganemnnccinntiiicnenmnenceatitin $47, 684, 295 
Less increase in unearned premiums_____--.--_-_____-_____ 2, 942, 054 
3, 702 —_—_—_—_———— 
NN arta. a ceeenaeidingnapencisammenaneeenitnie 44, 742, 241 
Deduct underwriting costs incurred: 
Losses and loss adjustment expense______ $25, 829, 904 
Commissions and brokerage_...______--- 11, 455, 617 
R ROG I nas ccrcsiardt tin hai vibisseesen d eaaiigatemeonclemaeeate 3, 268, 646 
48] Taxes, other than Federal and foreign 
ice 1, 538, 315 
All other underwriting expense__.._..-_ 3, 145, 804 
, B97 a 45, 238, 286 
526 ate rrr * ae 
| Statatery underwriting loes-=.......=......-..... 496, 045 
), 127 Investment income: 
SE GD) BUD ON Raise clita $1, 636, 228 
Interest on bonds and mortgages__._.__--____ 786, 518 
Wer I ica a ace 188, 608 
Realized net profit on sales of securities__..._ 380, 253 
Other investment income___--------.-_--__ 413 
wat a  ckiechatenitetie dated eendnsdlgibcnemtindmicatitideedisin 2, 992, 020 
vie Less investment expense___.....__-___._____ 187, 639 
— eee, SEONG, TRG ccd ee ee fe ennincrenmenen 2, 804, 381 
» 742 2, 308, 336 
). 348 Amount payable to Transamerica Corp. in lieu of 
), 388 Federal income taxes for the year 1953 (includ- 
ing $9,239 adjustment for prior year) ~...______ $585, 280 
5; 196 Foreign income taxes paid_-........_...-.-.__... 7, 872 
—— 598, 152 
2, 046 a 
:’ 488 neta COUN ai a 1, 715, 184 
aie Combined earned surplus account 
AE Bir ie Bi ao srkiconi cress mheinenerccneceianih. dibs cites, 572, 162 
Add: 
Net profit for the year ended Dec. 31, 1953____ $1, 715, 184 
s, 275 | SS TOTALS THOT ONG isn nc cisternae 29 
. 1, 715, 155 
), 653 Refund of Federal income tax applicable to 
» Co., : Si iihcstacniitichitiniinheyiniiedianananienicntin 358, 540 
rance ' eerie RED 
= 2, 645, 857 
in of Pe RE GIF IOOG DON ied eens emaiiitiiii minnie, sind be elas 600, 000 
8,488 Stnentipaenlineetpiileiniaitint 
I Ne Sey ig, Bi cicticecninnienionssincesnenmseicannexencliclaspiinlsih’ Sis 2, 045, 857 
ever, 
laries 


x. 


84937—54—pt. 8——-30 
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GENERAL METALS CorP. AND SUBSIDIARY 
Consolidated balance sheet, Dec. 31, 1958 


ASSETS 
Current assets: 
Cash on hand and demand deposits__...___-.._.._....--.... $1, 663, 137 
Accounts receivable: 
Trade accounts (less allowance for bad debts 


EIR iataiiieuscriniteeiamienindtadiinias nneetaniant aaa $3, 238, 217 
Construction costs recoverable from U. S. 

eet niittnre sittin canted 493, 613 

———_——_ B,, 731, 830 
Inventories :* 

Finished products and work in process__________-_ 8, 978, 716 

ES LLL LLL ALLELE LE CLE TIET 1, 726, 351 

a a oT re 302, 550 
——_—_—— 11, 007, 617 
PE I incunttesnndinnhnaneniiaaireesitiabiiiens tee. 16, 402, 584 
SR a cceereen centr tinceroeadcenendiatnidstanedirergsitscroncecmeiconbnneinreens satiated 105, 028 


Property, plant and equipment (at cost, ex- 
cept land in the amount of $482,773, which 
is stated at amounts determined by ap- 
praisals in 1928 and 1929) :? 


PAs ‘i dincinscsigameaaiintaaenitaiesaipmicninidbcdahhtn dhieniphinitnigsoticapttensennisis witstigmaslamaaatil $690, 565 
Buildings and equipment_______-___--_ $15, 785, 064 
Less allowances for depreciation and 


III sents hins itiacea.tts-antinds ateeneiealginnmeeie! 7, 863, 484 
————— 7, 921, 580 

8, 612, 145 

5D 





ROOT, COTE oe cee chins enna eee beanie 577, 25: 
TUTTI scescipntthitmad cal enchantment tatiana hen lea titel 25, 697, 012 
LIABILITIES 
Current liabilities: 
Payments on long-term contract due in 1954_........__________ 44, 000 
Notes payable—unsecured: 
I TAI sha teecCete aica tek ae on eins rasta iiieantipsionhiidieininnie nae $5, 000, 000 
20 TYORNOWOTIOs. OoWPcccacsacesscccascssiskcs 2, 850, 000 
————-_ 7, 850, 000 
Accognts PAPE 15 cen wektikc i rn 2, 153, 827 
Taxes, other than Federal taxes on income______________-_____ 448, 551 
Amount payable to Transamerica Corp. in lieu of Federal 
income and excess profits taxes....._..._...---_----.__-___ 1, 531, 500 
I <<RU nE eateeteinds tosaicarabiend 12, 022, 878 
Long-term indebtedness (less current maturities) : Property purchase 
contract—payable $11,000 quarterly._.__-.-...-.--..____________ 143, 000 
Reserve for field service and product guarantee___.___._.-________ 98, 070 


Capital stock and surplus: 
Capital stock ($5 par value): Authorized 1 million 
shares; outstanding 550,000 shares_.___._.__.__- $2, 750, 000 
Surplus: 
Unearned surplus—representing ap- 
preciation of land based upon ap- 
praisals (no change during year). $314, 007 
Paid-in surplus (no change during 








SIND hnsip-seviessicsniiateeetcania oma iacp bison _-— 1,025, 641 
Earned surplus____--__-_~_~- a » Fe 
— 10, 683, 064 
13, 433, 064 
TIEN sien tncsceninsi aah ointasaseiaagsliasil taping aaisiagiaditicaige sialic 25, 697, 012 
1Inventories are included: (1) $2,903.621 at lower of cost (generally first-in, first- 
out basis) or market; (2) $6,601,802 at lower of average cost or market; (3) $1,502,194 


at se'ling prices less percentages to reduce to approximate factory costs. 

Includes approximately $2,585,000 of fully amortized emergency plant facilities and 
corresnonding allowance for amortization, and $889,150 of certified facilities nof fully 
amortized. 
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Consolidated profit and loss statement, year ended Dec. $1, 1953 


Net wi biGaicciesccscmemtibiiithied iitey bs scien tece ein cncleinnssinlisitnentititaiinnbmerarcee $34, 668, 569 
Cost OF FRCERERD 601 ...2n cee gprew nnn weewewemeesereseeoesece 28, 870, 425 
i aha ical inal acesssteiesicenmanitipeinaisiid inane 5, 798, 144 
Selling and administrative expense__.__......--..----.----.—-. 2, 509, 367 
Nitin ican hp anciechediiidaadebadiaas Uebanniedneeaaimaaaidbienaiameiamtls 3, 288, 777 
Other’ CR ticdiecel- cctitiinnintiennanie: 154, 208 
I icti ii acissicn thihiieiegeeensasindyrasinee tients tai plaaidaammmanemambne: 3, 442, 985 
Cee aii winichiestnnrcerineianndiniaienaiiaiaaatiiiaanaaen 488, 133 
a ss tains caveats sii ta sansa tae 2, 954, 852 


Amount payable to Transamerica Corp., in lieu of Federal income 
and excess profits taxes for the year 1953, less $14,717 adjust- 


ments for prior year—estimated *__.___.____._____ $1, 516, 783 
Pstimated price redetermination refunds and other 
adjustments applicable to prior years_....._.--~__ $48, 423 
a 1, 865, 206 
NS Ol i pina C enctnminatiesetenncionsiciogeee 1, 080, 646 








1 Charge in lieu of income tax is computed on a separate return basis; however, taxable 
income is consolidated with that of Transamerica Corp. and certain subsidiaries and the 
charge does not purport to represent a proportionate share of consolidated tax. 

2Certain business done by the company for the years 1950 through 1953 is subject to 
renegotiation. It is believed that refunds, if any, will have no significant effect upon the 
financial statements. 


Note.—Provisions for 1953 depreciation and amortization of property, plant, and equip- 
ment charged to costs and expense amounted to $716,221. 


Consolidated earned surplus account 


Balaties at Jan. 2,'200Gsi Cea a $8, 913, 770 
Add: Consolidated net profit for the year ended Dec. 31, 1953_____ 1, 089, 646 
ao cident ence ithe ntintediarintnn Dates bid bhbhentbisidehislecset dtd 10, 008, 416 
Deduct: Cash dividends paid, $1.20 a share____.____.---_.-___ 660, 000 
gC ee ee 9, 348, 416 


CoLuMBIA RIveR PACKERS ASSOCIATION, INO, 


Balance sheet, Dec. 31, 1958 


ASSETS 
Current assets: 
Cash on hand and on deposit._-.---~- sittin eae Se $491, 096 
Accounts receivable, trade____ -- wth SLO. Sst iD il is 1, 389, 196 


Inventories, at lower of cost (generally first-in, 
first-out basis) or market: 


Ns OOhrs wicca ine terrence $4, 484, 410 

I Ril cachet OD baiciccett cneiieeeaiahgscidn iain ie 625, 934 

ee 527, 702 
* —_—_————_ 5, 638, 046 
DSPORIUs GRAINS Tell PUTCHENON. tee teneaepeeteoee 379, 179 
ebnt" warreat « GeeGs J 8 8 a ee a ete 7, 897, 517 


See footnotes on following page. 
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CoLuMBIA River Packers ASSOCIATION, INc.—Continued 
Balance sheet, Dec. 31, 1958—Continued 
ASSETS—continued 


Investments and other assets: 
Investment in capital stock of 50-percent owned 
company, at cost, including advances of $30,785__ $303, 63 
Due from fishermen: 
Accounts receivable less $138,042 


allowance for doubtful_____-__ $323, 351 
Title-retaining contracts for ves- 
OE I a sonadaucaccnseediiirdivasntance meentnmannce 173, 855 
oo 497, 2 
Inventories of repair parts, ete__-_____-_-__-_-_-__ 96, 761 
GO et nn acer eae ienenes 34, 802 
—— $OB2, 406 
Property, plant, and equipment :? 
RI lech ett AID a sectenadecen aaieniatnamenans 691, 021 
Buildings and equipment ________~_- $5, 413, 595 
Less allowance for depreciation and 
peneeneeen.. oo. Jee 3, 312, 084 
—_————- 2, 101, 511 
—_—_—_ 2, 792, 532 
EC: JR inner tn~contenabeaniomneatemagnmeadiatean 138, 186 
PN A. BB oe SEE Se i ok ee at Zl 11, 760, 641 
LIABILITIES 
Current liabilities: 
Notes payable to bank, unsecured_____~~_--~_._-_-._-__--- 1, 500, 000 
Advanced by bank on drafts for collection__..___.__--______ 289, 627 
Installments due within 1 year on long-term indebtedness___ 324, 937 
Accounts and drafts payable, trade_____.-.--._-_-..-__-_. 581, 161 
Aecommbe-sayatle, GUROTNON 6 ic sii nn cc eee nen 94, 313 
Accrued payroll, taxes, insurance, etc__..-__-_-__-__----_- 266, 082 
Federal and territorial income and State excise taxes, esti- 
mated 4 <2 ..uustccsed....- iniaitiectatsies hematin nitilatnss dilate inabiinit 461, 908 
SE A I ce iris ciettinicstntsiniicginetmtiatiinittiniinan ener dncttaiyll 3, 518, 028 


Long-term indebtedness (less current maturities) : 
Note payable to bank, 4 percent (minimum) due 
$75,000 quarterly until Sept. 30, 1960, and 


$100,000 quarterly thereafter *_.-____._________ $2, 125, 000 
Mortgages and contracts —....u.--...~-_~---.. 109, 886 
—_—_—__——- 2, 234, 886 
Capital stock and surplus: 
Common stock (no par value): Authorized 
400,000 shares ; outstanding 334,275 shares_... 2, 361, 593 
Mateed dergien’? 22 i cece he 3, 646, 134 
————_—_- 6, 007, 727 
ag a tik in ntti le eel i 11, 760, 641 


+ Land is stated at appraisal value in 1924, plus subsequent additions at cost ; buildings 
and equipment are stated on the basis of cost. 

* The Treasury Department has proposed additional income taxes and penalties aggregat- 
ing $910,334 (exclusive of interest) for the years 1944 and 1945, which the company is 
protesting. Tax counsel anticipates that practically all of the proposed assessment will be 
eliminated. Federal tax liability for the year 1946 to 1951, inclusive, has been settled. 

® The loan agreement provides that the company maintain net current assets of not less 
than $2 million and restricts $2,867,000 of earned surplus as to payment of dividends 
The note is guaranteed by Transamerica Corp. 
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Profit-and-loss statement, year ended Dec. $1, 1953 





Net sales a A a science iti ae a alte ; as $13, 956, 705 
Cost OF Seameeet peel... Sn ene ae 11, 957, 929 
EE Cichtese th astondemeiecescak see aanaoeteatebee i Maaaincabipiascits pictiaicnietlals 1, 998, 776 
Selling and administrative expense____...-.------..--.-._- ame 1, 060, 423 
NE ce aitinad etetilenenirensceiaplipnarsdichanesingicnicts ceils bait Reign beta 938, 353 
Other income: 
Profit on disposals of property and equipment_____ $273, 902 
Sung ..-.—...........besiasibus. 1 eta 39, 182 
—— 313, 084 
Total__- ahem ia tisesdegics ohehaiestdetgadaeied isaaiaelicieninini thie 1, 251, 437 
Other deductions: 
Interest _-- _- setae elDarciss  te Gece a ia a a $168, 747 
Vessels’ expense other than voyage costs.__........ 108, 285 
Sinily.......... ceninmenneicasentb bids Shlain il ds aiibllsel 46, 357 
a 318, 389 
TOORR Uta ULE he eel cers Pi Loayen Teee aH 933, 048 
laxes on income- estimated : 
Federal income taxes... ____ ts todtdiibbihintndsdbiinenaniac 
State of Oregon and Alaska taxes on income_____- 25, 419 
ee 415, 783 
ae SER ee ee ee 517, 265 


Special credit: Adjustment of depreciation for prior years to 
Federal income-tax basis, less applicable Federal income taxes__ 93, 261 


SOP cre, IE I NO il ett eee eee 610, 526 


NoTe.—Provision for depreciation of property, plant, and equipment for the year 
amounted to $271,105. 


Earned surplus account 


Balance af Jam, 1, 1008... a eek i) UG $3, 202, 745 
Add: Net profit and special credit for year ended Dee. 81, 195% 610, 526 
BORG. nc nsscscccemesscseesce 2 Le Sie ee 8, 813, 271 


Deduct: Cash dividend paid, $0.50 a share____-_____________ : 167, 137 


caer at Thee: Th; WO iseic dekh Se etic ew enncne 3, 646, 134 








716 BANK HOLDING LEGISLATION 


ALLIED BurLpineG Crepits, INc. 


Balance sheet, Dec. 31, 1953 


I hice citi bihrmenaibilaiiirn aiinianiimipmeniinlielats kiin si dusbibsichi hat 
U. 8. Government bonds—at cost (quoted market value $130,119) _ 
ASOCURER ONG COMERACIS TOCOIUR IC a once cts co mtinsnne 
Amounts withheld by banks under note sales agreements *______ 
Mortgage loans and advances secured by real estate and chattels: 
Mortgage loans, $6,443,707 insured or guaranteed 
by U. S. Government agencies_______________ $6, 633, 284 
Advances during construction___-__-_____-----_- 3, 730, 790 


Installment notes receivable, $4,697,576 insured by a U. 8S. Gov- 
CN CI el Dikvcincttiallernetttitirirensacinirsininnnnvinndiinninntoiinlmiipiaial 


Total cash, receivables, and securities_._.cc._._.........__ 
Other assets: 
Investments (advances for construction, etc.), in 


$6, 235, 459 
136, 250 

2, 269, 467 
9, 859, 310 


10, 364, 074 
20, 598, 636 


49, 463, 196 





community construction projects_____.___.--__- $4, 510, 676 
Real estate acquired by foreclosure and other 
I slic so ARE sine inns gadis ctntaideadiaiatailbiaaiencnaanie 1, 481, 556 
we 5, 992, 232 
Cash on deposit for trust funds (contra) -..-----_-__--_-_-__-__ 976, 164 
Furniture, etc., at cost, less $344,790 depreciation and amor- 
I aici atacand tive taliaeenebselianinintiad diiatiaesiiataianin ae 335, 183 
Prepaid expenet..261052-520030320..delleh ei 35, 638 
I ica nsnisnssuitsienenicenns tneecenaleaainibiblahapcincsomblig ding qicialbande ic 56, 802, 413 
LIABILITIES 
Current liabilities : 
Notes payable to banks—unsecured_________-__ $25, 950, 000 
Note payable to Transamerica Corp.—payment 
on long-term note due 1954___.---_.__-___._ 500, 000 
- 26, 450, 000 
Accounts payable and accrued expense____________________ 2, 615, 276 
Owing to Transamerica Corp. in lieu of Federal income and 
RE NE LOC LO IN 1, 680, 683 
Rett i ea i Ir ER ee 30, 745, 959 
Long-term note payable (less current maturity) to Transamerica 
Corp., payable $500,000 per annum, interest 31%4 percent_______ 427, 150 
Trust funds deposited in special accounts (contra) _....________ 976, 164 
Unearned discount and fees on notes and mortgages__._________ 7, 845, 266 
I TN diesen tbh lnilnian abet arin tabaci 446, 091 
Capital stock and surplus: 
Preferred stock, 4 percent cumula- 
tive ($25 par value), authorized 
and oustanding, 160,000 shares__ $4, 000, 000 
Common stock ($10 par value), au- 
thorized, 1,000,000 shares; out- 
standing, 660,000 shares_________ 6,600, 000 
———_—_——— $10, 600, 000 
eI I a Bn ccs cntn 5, 761, 783 
So 16, 361, 783 


56, 802, 413 


21The company has agreements to sell installment notes to 19 banks, without recourse 
except to the extent of reserves withheld by the banks. At Dec. 31, 1953, the unpaid bal- 
ances of such installment notes were $82,100,042 and the reserves withheld by the banks 


in connection therewith were $9,859,310. 
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Profit and loss statement, year ended Dec. 31, 1953 


Income: 
From installment notes: 
ee $8, 562, 003 
Interest, penalties, and extension charges__ 201, 631 
—_—_———— $8, 763, 634 
From mortgages: 
I ail 2s aan 455, 136 
Service charges and commissions_._._._.__~- 852, 473 
we 1, 307, 609 
ee STIs cory ccs cccocapcnah cocensanieh aiesndplihnsostlipneginnsienadinaeaprnbiantses Aeteinbisiatiintard 51, 101 
WEIN 1-151 7 2. o--ci-cescienn sacs essagecamaiuanapibehadintnaeneammteniiaisitihipapctiénaetianciminait 10, 122, 344 
Expense : 
General and district office expense_...._...___ $3, 002, 251 
Interest and discount expense______._--...-___ 3, 712, 794 
Pe Gee IR recteec sy cuanaeoe 330, 270 
a a 7, 045, 315 
OO pies ects ts Saaliin cate erties dh linia doen lon endarente-eien tsbdigenenepegeeneny 3, 077, 029 
Amount payable to Transamerica Corp. in lieu of Federal income 
and excess profits taxes for the year *_-._..--______________ 1, 680, 683 
Diet: GUNG eine eee nen cian 1, 396, 346 


1 Charge in lieu of income tax is computed on a separate return basis; however, taxable 
income is consolidated with that of Transamerica Corp. and certain subsidiaries and the 
charge does not purport to represent a proportionate share of consolidated tax. 


Earned surplus account 


Jalance at Gam. 3, :20GB..nnncccsnmmnenctitt thd dibecibiiesy $4, 525, 437 
Add: Net profit for the year ended Dec. 31, 1953_........-.._~- 1, 396, 346 
Pn ih aR a a a a 5, 921, 783 
Deduct: Cash dividends paid—$1 a share on 4 percent cumula- 
CR I TI a neers es tcc seinen nesineniainentneseepeanennnaneneneien 160, 000 
A NR sR oe ee eon 5, 761, 783 


CAPITAL Co. 
Balance sheet, Dec. 31, 19538 


ASSETS 
Oash onchand and on Gepetltecc ccccc see ea ae ek $688, 108 
Notes receivable : 
Installment real estate notes, secured by first deeds 


ge at ay Ele TE ne dE ge I le bE lia Et $2, 372, 833 
Officers and employees, secured______---.--------_- 36, 825 
Miscellaneous (less allowance of $11,564) _--_____-__ 79, 628 : 
—————_ 2, 489, 286 
Accounts receivable (less allowance of $2,000) _.....-_-.-_---__------ 1, 447, 756 
(COI re nn oe 21, 482 
Investments in subsidiariies, capital stocks, at cost (equity in book 
i ee ee es  eesiesintieaimemmmeiinacinginon 290, 159 


Real estate and equipment : * 
Land (including $589,152 unamortized cost of oil and 











Neen eee nen ee nt aaaepib a pareiaa ants $7, 672, 769 
Buildings and improvements__.---_---~ $4, 408, 148 
Less allowance for depreciation________ 1, 350, 078 
————————_ 3, 058, 070 
Oil field and other equipment________-_-- 1, 550, 002 
Less allowance for depreciation_______-_ 676, 538 
873, 464 
Land and improvements, cost not yet allocated____-_- 264, 792 


11, 869, 095 
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CapiraL Co,—Continued 
Balance sheet, Dec. 31, 19583—Continued 
ASSETS—continued 
Other assets: 
Investment in Palos Verde Corp., 11,348 shares cap- 





ital stock (21 percent owned), at cost *_.________ $1, 736, 046 
Beep in a a a rr 765, 442 
——_—_—_—— $2, 501, 488 
Te CURIE 8 Se a ae es Ce ee 145, 675 
I i cicstdhitnin th Saliba Miata inn eatunanzt Made ts eee ae 19, 453, 049 
LIABILITIES 
ARI Rs sate ees oe en iis ca 1, 238, 176 
Accrued liabilities (including $1,242,130 owing to Transamerica Corp. 
in Deu of Federal taxes on income)... 2... 1, 571, 342 
Deposits on leases and uncompleted real estate sales__..__.___________ 105, 416 
Long term indebtedness: 
Installment real estate notes payable, secured by first 
I NU INI cea $3, 168, 189 
Shoe ourchape contest *. 1, 296, 206 
—————_ 4, 464, 395 
I ie 108, 387 
ne tn th meek abehametabedehinmes 151, 551 
Deferred income, profit on sales of real estate to affiliates_.___.______ 181, 906 
Capital stock and surplus: 
Capital stock ($10 par value): Authorized, 200,000 
shares ; outstanding, 85,731 shares.__........_____ $857, 310 
Surplus: 
Paid-in surplus (no change during 
a a iia ii aa $3, 874, 809 
Earned surplus_...-...--...__.___ 6, 904, 757 
———_——— 10, 779, 566 
——_———— 11, 686, 876 
ain techs teatdicicecs lac aeecitarasonit deta ocagabe aback ee 19, 458, 049 


canine notes payable are secured by properties having an aggregate carrying value 
of $5,727,848. 

? 11,262 of these shares are held by a bank as security for purchase contract payable 
$52,367 semiannually beginning Dec. 31, 1954, balance due Dec. 31, 1965. 


NoTe.—At Dec. 31, 1953, the company was committed to purchase from an affiliated 


company, in the event of certain happenings, approximately $3,300,000 of construction and 
veterans trust deed loans made or to be made. 


Profit and loss statement, year ended Dec. 31, 1953 


Income: 
Real estate division: 
Rentals, crop sales, ete___.__.__._____-_-- $976, 898 
Less operating expense___......._.___ 697, 736 
————-_ $279, 162 
Property management fees, etc__.___.__.__-__---- 1, 176, 653 
——_—_—— $1, 455, 815 
Oil, gas, and mineral division: 
Rentals, royalties, sales of oil, ete__._.______..--- pig a 
RE I Te ric herccsctennwcnemninnemdiicnies 7 
= Pawn aa 544, 186 
2, 000, 001 
General and administrative expense: 
Salaries___..._- i la dial Mee lac ak eee ies inc 840, 431 
Other office and general expense______-__._----__--- 492, 603 
————_ 1, 333, 034 


666, 967 
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Profit and loss statement, year ended Dec. 31, 19583—Continued 


Other income: 
Profit and undistributed earnings realized on liqui- 


Gate WP as 3 oh a eed aS $2, 115, 776 
Profit from participations in real estate development 759, 728 
Net profit on real estate sales_........--...._ ilina 423, 398 
Pitertet Games wnt io ised side 139, 754 
MiSCeIInOUUN so eens elects 60, 652 
—_————— $3, 499, 308 
4, 166, 275 


Other deductions : 
Oil well development and intangible drilling costs._.... 486, 462 


IIIT nsrssnssitaaiticiettaenacieinaatiaiternistininiamatam eatin eatin 101, 394 
Oxpense of processing plants not operated during the 
IE crete entoriaboredtintecity nian Rimememeneatiiemendnmiiel 3, 264 


591, 120 


3, 575, 155 
Amount payable to Transamerica Corp. in lieu of Federal 


queen Ge meena: Dae Ce iid i i it kb peeibinitin 1, 242, 130 
WOE. DIODE a cainiecsan bawideiteieauetthhmbittdemneeamenenil 2, 333, 025 


1 Charge in lieu of income tax is computed on a separate return basis; however, taxable 
income is consolidated with that of Transamerica Corp. and certain subsidiaries and the 
charge does not purport to represent a proportionate share of consolidated tax. 


Earned surplus account 





A oii ne Ti | 5, 071, 732 
Add net profit for the year ended Dec, 31, 19538__._..-..-.__---------- 2, 333, 025 
7, 404, 757 

Demat: oneth: GiviGe WOR veiicksee etnies eceetbcintndinnantntnniiinnt 500, 000 
Ne a ete cata mate meena 6, 904, 757 


NorTr.—Provision for 1953 depreciation of real estate and equipment charged to expense 
amounted to $335,297. 


3ANOA D’America E D’Iraria (ITALY) 


Condensed statement of condition, Dec. $1, 19538 


ASSETS 
Cash on hand and due from banks__.__.--..--..--__-_-___- Lit.29, 892, 802, 059 
Government bonds and treasury notes__..__...-_-.--_----.. 2, 319, 703, 785 
Bonds and cash securing outstanding checks and deposits____ 25, 169, 701, SUT 
Othed epuntiietes:. boul Bibi). tale be ie eed 8, 778, 262, 987 
Loans on securities and other collateral.............___---- 14, 857, 823, 673 
ae cia abet me cnanlaill 20, 633, 515, 042 
Adivtinetn 00: CONTE sii. ee ea ce bh ce 23, 095, 636, 870 
Customers’ liability under acceptances and guaranties, etc.__ 7, 458, 137, 819 


sank premises and investments in subsidiaries owning bank 
premises (revalued in accordance with Italian law), and 


furmitiupes ‘and Oxted ica chins chica bebe dances 2, 021, 661, 126 
CAR IIIS, Scie ib 5 bid cht ewich tes thea di Lin SitinBhel ahid bt dbiisaiellia Sinise 225, 957, 543 
Sead Memigetion: 2008s. 16 wicca bidsnacdasiswscnseeues 2, 082, 894, 921 

I ite Rae Sec coi nincsieltes ae ek ce EE ere alae oe 131, 531, 097, 722 


ee ee Ee eee a 650, 000, 000 
a ala dal la el a RR 550, 000, 000 
Undivided profits es caitk tesa acetal alain ait le etc 292, 764, 585 
Reserve arising from revaluation._..........._...__-_______ 1, 966, 000, 000 
Pek 2) ere re 2 Se EN re Se ee 115, 406, 429, 580 
Acceptances and guaranties, etc_..........._......_______- 7, 453, 137, 819 
Discos Colmeevea Dut We Marne nk cc ee eed enw 589, 766, 159 
Other liabilities and provisions for future contingencies _ eee 2, 540, 104, 658 
RR en La alaiitenatie = 2, 082, 894, 921 


TTL <i> icioheticietieicisingnluivie shed tach lca deh caaieheabag ee dtaanichiainapemesiiicie 131, 531, 097, 722 
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TRANSAMERICA CorP., PRINCIPAL Executive Orricers oF Major SUBSIDIARY & om 
3ANKS AND COMPANIES 4 ph 
€ 

BANKING SUBSIDIARIES ‘ — 
Bank of Nevada, Las Vegas, Nev.; S. L. Butterfield, president se ( 
Central Bank, Oakland, Calif.; T. P. Coats, president 8 2: T= 
First National Bank of Arizona, Phoenix, Ariz.; Hugh C. Gruwell, president necessal 
First National Bank of Nevada, Reno, Nev,; E. J. Questa, president otherwi 
The First National Bank of Portland, Portland, Oreg.; C. B. Stephenson, within | 
president , losses iJ 
First National Bank in Santa Ana, Santa Ana, Calif.; J. A. Taylor, president rities, ( 
First National Trust & Savings Bank of Santa Barbara, Santa Barbara, Calif. ; fied by 
William K. Serumgard, president 2 busines: 
First Trust & Savings Bank of Pasadena, Pasadena, Calif.; Cyril Bennett, | or elim! 
president the app 
National Bank of Washington, Tacoma, Wash.; Carl L. Phillips, president 4 of asset 
Banca D’America E D’Italia, Milan, Italy; Angelo Alvino, managing director 4 nated : 
— inthec 

OTHER SUBSIDIARIES ne 3. Ti 

2 ecessa 

Allied Building Credits, Inc., Los Angeles, Calif.; R. D. Syer, president coal f 
Capital Co., San Francisco, Calif.; Harry McClelland, president such st 
Columbia River Packers Association, Inc., Astoria, Oreg.; T. F. Sandoz, president and co 
General Metals Corp., San Francisco, Calif.; W. A. DeRidder, chairman of the respons 
board; William E. Butts, president 4. TI 
Manufacturers Casualty Insurance Co., Philadelphia, Pa.; John L. Mylod, chair- prevent 
man of the board signed 
Occidental Life Insurance Co. of California, Los Angeles, Calif.; H. W. Brower, or exte 
president from, t 
Pacific National Fire Insurance Co., San Francisco, Calif.; John L. Mylod, which 
president in, or ¢ 
Paramount Fire Insurance Co., San Francisco, Calif.; John L, Mylod, president or any 
Premier Insurance Co., San Francisco, Calif., D. E. Eveleth, president is affili 
tions a 

Act to 

5: = 

AGREEMENT take st 

In consideration of the granting by the Board of Governors of the Federal of eacl 
Reserve System, under authority of section 5144 of the Revised Statutes of the financi 
United States and pursuant to an application heretofore filed with the Board of that u 
Governors of the Federal Reserve System by the undersigned, of a general vot- capital 
ing permit entitling the undersigned to vote the stock which it owns or controls / dition 
of the member bank or banks specified in such permit at all meetings of share- that, ¢ 
holders of such bank or banks, the undersigned hereby represents, undertakes, ee 
and agrees as follows: oT 
1. That, as soon as practicable and, in any event, within 2 years from the date : | | 
such voting permit is granted, the undersigned will charge off or otherwise ‘ auee | 
eliminate from its assets, Guedaa 

(a) the part of the carrying value on its books of its investments in stocks ; 

° of subsidiary and/or affiliated organizations which is in excess of the ad- Co 
justed value of such stocks, after effect shall have been given to the deduction ve 

of all estimated losses of such subsidiary and/or affiliated organizations, sak 4 

all depreciation in stocks and defaulted securities, and all depreciation in all ee 
other securities not of the four highest grades, as classified by a recognized ; ae 
investment service organization regularly engaged in the business of rating : a = 

or grading securities, as shown by the latest available reports of examination nat 

of such organizations by the appropriate supervisory authorities and/or the fo 

as shown by the latest appraisal of their assets by other examiners, auditors, (a) 

or appraisers satisfactory to the designated representative of the Board of onan 
xovernors of the Federal Reserve System in the ditsrict in which the under- in een 
signed is located; in eet 

(b) (i) all depreciation in its other stocks and in its defaulted securities, shall ; 

(ii) all depreciation in its securities not of the four highest grades as classi- own 


fied by a recognized investment service organization regularly engaged in organ 
the business of rating or grading securities, (iii) all losses in all its other 
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assets, all as shown by the latest available reports of examination by the 
appropriate supervisory authorities and/or as shown by the latest appraisal 
of assets by other examiners, auditors, or appraisers satisfactory to the 
designated representative of the Board of Governors of the Federal Reserve 
System in the district in which the undersigned is located ; 

(c) all its other known losses ; 

That the undersigned will take such action within its power as may be 
necessary to cause each of its subsidiary banking institutions to charge off or 
otherwise eliminate from its assets as soon as practicable and, in any event, 
within 2 years from the date such voting permit is granted, (a) all estimated 
losses in loans and discounts, (0b) all depreciation in stocks and defaulted secu- 
rities, (¢) all depreciation in securities not of the four highest grades, as classi- 
fied by a recognized investment service organization regularly engaged in the 
business of rating or grading securities, (d) all other losses, all such chargeoffs 
or eliminations to be based upon the latest available reports of examination by 
the appropriate supervisory authorities and/or as shown by the latest appraisal 
of assets by other examiners, auditors, or appraisers satisfactory to the desig- 
nated representative of the Board of Governors of the Federal Reserve System 
in the district in which such institution is located ; 

3. That the undersigned will take such action within its power as may be 
necessary to cause each of its subsidiary banking institutions to maintain a 
sound financial condition and to cause the net capital and surplus funds of each 
such subsidiary banking institution to be adequate in relation to the character 
and condition of its assets and to the deposit liabilities and other corporate 
responsibilities of such subsidiary banking institution ; 

4. That the undersigned will take all necessary action within its power to 
prevent any of its subsidiary banks and any other banks with which the under- 
signed or any of its subsidiaries is affiliated from hereafter making, any loans 
or extensions of credit to, or purchases of securities under repurchase agreements 
from, the undersigned or any of its subsidiaries or any other organizations with 
which the undersigned or any of its subsidiaries is affiliated, or any investments 
in, or advances against, securities of the undersigned or any of its subsidiaries 
or any other organizations with which the undersigned or any of its subsidiaries 
is affiliated, except within the same limitations and subject to the same condi- 
tions and provisions as are applicable under section 23A of the Federal Reserve 
Act to such transactions involving member banks and their affiliates ; 

5. That the management of the undersigned will be, and the undersigned will 
take such action within its power as may be necessary to cause the management 
of each of its subsidiaries to be, conducted under sound policies governing its 
financial and other operations, including statements issued relating thereto; 
that the undersigned will maintain a sound financial condition; that its net 
capital and surplus funds shall be adequate in relation to the character and con- 
dition of its assets and to its liabilities and other corporate responsibilities ; and 
that, except with the permission of the Board of Governors of the Federal Re- 
serve System, it shall not cause or permit any change to be made in the general 
character of its business or investments; 

6. That the undersigned’s application for a voting permit dated December 26, 
1936, and filed in February 1937, is supplementary and amendatory to, and 
does not supersede, its application dated November 29, 1933, and filed shortly 
thereafter ; that the application dated November 29, 1983, as amended from time 
to time, is now pending before the Board of Governors of the Federal Reserve 
System, and the general voting permit to be granted upon the execution of this 
agreement shall be granted pursuant to such application ; and that November 29, 
1933, shall be deemed to be the date of the undersigned’s application for the pur- 
pose of determining the period within which the undersigned must dispose of any 
interest in “securities companies” as provided in paragraph 5 of its application, 
as well as for all other purposes. 

The foregoing representations, undertakings, and agreements are subject to 
the following understandings: 

(a) In determining the amount of depreciation in securities owned by the 
undersigned or by any of its subsidiary or affiliated organizations, appreciation 
in securities owned by any such organization may be offset against depreciation 
in securities owned by the same organization, provided that such appreciation 
shall first be offset against depreciation in securities of the four highest grades 
owned by such organization, as classified by a recognized investment service 
organization regularly engaged in the business of rating or grading securities. 
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(b) Whenever, under the terms of this agreement, any amounts are requirea 
to be charged off or otherwise eliminated, this agreement shall be deemed to have 
been complied with to the extent of any valuation reserve that may be set up 
for the securities or other assets involved; provided that, in all reports and 
published statements of condition, the amount of such reserves be deducted from 
the respective assets against which they are allocated. 

(c) Whenever the stock of any of its subsidiary or affiliated organizations is 
carried on the books of the undersigned at less than its adjusted value, as 
determined in accordance with the foregoing clause No. 1, nothing in this agree- 
ment shall prevent the undersigned from increasing the amount at which such 
stock is carried on its books to an amount not exceeding such adjusted value. 

(a) In case any dispute arises with any designated representative of the Board 
of Governors of the Federal Reserve System as to compliance with the terms of 
this agreement, and such dispute involves disagreement with respect to any 
appraisal or yaluation by any examiner, auditor or appraiser, or any recom- 
mendation or suggestion of such designated representative, the undersigned shall 
have the right to appeal to the Board for review and final determination. 

This agreement is executed in duplicate. 

Dated April 28, 1937. 

INTER-AMERICA CORP., 

[SEAL] By JoHn M. Grant, President. 

Attest: 

R. P. A. Everarp, Secretary. 

The Carman. Our next witnesses will be Mr. Harding and Mr. 
DuBois, followed by Mr. Thomson. Is that the way you gentlemen 
wish it? 

Mr. Harpine. Mr. DuBois will speak first, Mr. Chairman. 

The Cuarrman. All right, Mr. DuBois. 

Do you have a eee statement, Mr. DuBois? 

Mr. DuBots. Yes, sir. 

The Cuairman. Without objection, your statement will be made a 
part of the record, as prepared, and likewise will each and every word 
that you say be made a part of the record. 

You may proceed, then, Mr. DuBois in your own way. 


STATEMENT OF BEN DuBOIS, SECRETARY, INDEPENDENT BANKERS 
ASSOCIATION OF AMERICA 


Mr. DuBots. Mr. Chairman, my name is Ben DuBois. I am secre- 
tary of the Independent Bankers Association of America. Our office 
is located in Sauk Centre, Minn. 

I appreciate this opportunity of appearing before you and we be- 
lieve what we propose is for the benefit of the public, that it is more 
than a mere issue between different types of banking; however, it is 
the responsibility of the independent bankers in their own behalf and 
in behalf of the public to resist the scheme that, if carried to its 
ultimate conclusion, would bring about distant landlordism in bank- 
ing in many areas of this country. 

If holding-company banking were not a threat to independent bank- 
ing, our association would never have been born and it wouldn’t have 
grown to its present proportions. This applies equally to the West 
Coast Independent Bankers Association, and the 2 organizations have 
a total membership well in excess of 5,000 members. The purpose of 
these two associations is the preservation of independent banking. 
Neither organization is a general-service association so our member- 
ship has been secured almost solely on the bank holding-company issue. 

With few exceptions, our member banks are in the category of small 
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business. Like all segments of small business, the road ahead is not 
easy. There are giant businesses to be met at almost every turn and 
to keep the giants from devouring the small requires at times Federal 
legislation. . 

‘Small business is recognized as of real importance to our American 
economy. ‘The Senate has a Select Committee on Small Business, as 
does the House. Small business and small banks have much in com- 
mon; they are dependent upon one another. Big business and big 
banks go hand in hand. The concentration of our economy is reaching 
dangerous proportions. A democratic form of government needs a 
democratic economy with many small flourishing businesses where 
individuality has full play. The Congress has shown an aversion to 
monopolies, as witnessed by much legislation in the past. In more 
recent years, the Congress was helpful to banking in bringing forth 
the Federal Deposit Insurance Corporation. It stabilized banking 
to a marked degree and gave the little bank added stature, gave the 
little bank an added chance of survival. 

Now we are asking for legislation that will properly regulate bank 
holding companies, hold them to the rules that apply to banks, keep 
them from expanding out of proportion, stop them from engaging in 
business not related to banking. 

The holding-company device has dangerous potentialities, as wit- 
nessed by past experiences in utility fields. Certain bankers turned 
to the holding-company vehicle where they wanted to circumvent the 
laws of certain States that prohibited branch banking and where they 
desired to avoid the Federal restrictions of branching across State 
lines. If nationwide branch banking were permitted, bank holding 
companies would not have come into existence. 

In South Dakota some years back they passed a bill which per- 
mitted statewide branch banking. The Northwest Bancorporation 
had a good many holding companies in that State. Now they have 
four banks in that State, and they have turned the smaller banks into 
branches and made the larger bank of a certain section a parent bank. 
They have those 4 banks and 19 branches. 

It is natural to go to branch banking if it is permitted and this other 
is just a subterfuge to get around those restrictions. 

While the corporate structure of the bank holding company is differ- 
ent from branch banking, in effect it is branch banking. The State 
Banking Board of Texas found that certain banks operating in that 
State under the holding-company device were in violation of the anti- 
branch-banking laws of Texas. 

In Illinois it was found that a proposal to establish a couple of new 
banks under the holding-company scheme was in violation of the law 
of that State prohibiting branch banking. The subsidiaries of the 
holding company are treated as branches for all practical purposes. 
The holding companies make the policies of their subsidiaries, exam- 
ine them at intervals, direct their course of operation, purchase in- 
vestments for the subsidiaries, direct the local loaning policy and 
elect the board of directors that functions for the subsidiary in com- 
pliance with the law and for window dressing. 

In the Ninth Federal Reserve District there are two very large bank 
holding companies with offices in Minneapolis, Minn. These holding 
companies have 44 percent of the deposits of that district—quite for- 
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midable competition to the average bank of that district. If an inde- 
pendent bank is in a city where there is a subsidiary of the bank hold- 
ing company, it finds itself in competition with a giant. The holding 
company can secure for the subsidiary most of the business of the town 
that originates in the large cities, branches of big business. The fact 
that the independent bank has met this competition indicates quite 
clearly that the people of the respective towns and villages favor the 
home-owned, home-managed institution. 

As further proof of the branch-bank status of holding-company 
banking, we would like to recite the requirements of the Qosaptrelier’. 
Office as to the director of a subsidiary in his qualifying shares. We 
presume that many State banking departments follow the view of the 
Comptroller’s Office. We quote: 

This Office does not object to a director’s giving an option with respect to his 
qualifying shares which provides only that the owner of the option will be 
offered the stock at a specified price before it is offered for sale to other parties 
Nor is there any objection to the giving of a repurchase option by a director 
with respect to his qualifying shares, provided that such option is not subject 
to being exercised until the director shall have ceased to be a director by reason 
of death, resignation, removal, or failure to reelection. 

From the quote above, it is quite evident that a director of a subsid- 
iary bank isn’t required to have full and complete ownership of his 
qualifying shares. To an extent, his interest has been hypothecated. 
The holding company can buy back his stock when he ceases to be a 
director, and he is serving only at the will of the holding company. 

On July 21 of last year, before this committee, J. Cameron Thom- 
son, president of the Northwest Bancorporation, made the following 
statement; we quote: 

The relationship of Northwest Bancorporation to its affiliated banks is basi- 
cally the normal stockholder relationship under which the powers of the stock- 
holder are exercised in stockholder meetings. In addition to the exercise of its 
voting rights as a stockholder, it observes the procedures hereinabove described 
which are designed to keep itself at all times fully informed concerning the con- 
dition and operation of affiliated banks. 

Except as Northwest Bancorporation may exercise its voting powers in stock- 
holder meetings, it does not undertake any direction of the affairs of affiliated 
banks, other than in an advisory way. The responsibility for the operation of 
affiliated banks is assumed and discharged by their respective boards of directors 
and officers. 

We do not believe it realistic to assume that the relationship of 
the Northwest Bancorporation to its affiliated banks is basically that 
of a normal stockholder. The corporation is the stockholder except 
as to qualifying shares, and these qualifiying shares are actually in 
coutiel of the Northwest Bancorporation. The responsibility for 
the management of the subsidiary banks is that of the corporation 
and it is natural to assume that the corporation accepts and exercises 
that responsibility. 

Mr. Thomson states that the Northwest Bancorporation keeps 
itself at all times fully informed concerning the condition and opera- 
tion of affiliated banks. Then he goes on to say that it does not 
undertake any direction of affairs of affiliated banks other than in 
an advisory way. We would assume that the owner of a business 
has a large hand in directing the business and we believe their ex- 
pression “in an advisory way” is an understatement, although we 
can readily see that the hired personnel and the directors who serve 
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at the will of the corporation are quick to follow any advice given 
by the head office. 

For illustration, take a subsidiary bank of the Northwest Ban- 
corporation, with a capital of $50,000 represented by 500 shares of 
capital stock. Assume that the board consists of five directors, a 
common number for a small bank. It is likely that two of the di- 
rectors are also officers of the subsidiary and dependent upon the 
home office for their jobs. The other 3 directors, while not depend- 
ent upon the corporation for a livelihood, serve as directors at the 
will of the corporation—qualifying shares for all these directors 
presumably 10 shares each, a total of 50 shares. 

When the directors sit down at a directors’ meeting, the total 
number of shares represented at this meeting would be 50 shares 
out of a total of 500 shares. How much freedom of decision does 
this board have: How much ownership responsibiilty is represented 
by this board? It hasn’t the status that a board of directors is sup- 
posed to have. It appears to be a board that is elected to could 
with the law and not truly to direct the affairs of the subsidiary. 
Perhaps advice from the home office in substance represents positive 
direction. 

We have been told that if bank-holding-company legislation is to 
be passed it is necessary that all interested parties get together in 
a bill. There is naturally a divergency of opinion between those 
who think holding companies should be regulated and those who 
express an opinion that no legislation is necessary. Of course, these 
divergent groups cannot agree. Mr. Thomson read into the hearing 
last July a statement by 14 of the principal bank-holding companies. 
In this statement there was this paragraph, we quote: 

All of the undersigned companies are agreed that there is no necessity for 
additional regulatory legislation affecting bank-holding companies. Notwith- 
standing this lack of necessity, however, some of the undersigned would be 
disposed to accept legislation, if reasonable, in the interest of bringing this 
matter to a close. 

In Mr. Thomson’s testimony of last July he dwelt at considerable 
length on what we think was a misunderstanding of paragraph C 
in section 5 of S. 1118. The State banking departments of the 
different States have a veto where a holding company makes appli- 
cation to acquire the stock or the assets of a State bank, but the 
supervisory authorities of the State have no power to stop the acquisi- 
tion of a nationa! bank by a bank-holding company. The comp- 
troller has veto power in that case. This section of S. 1118 in no 
way breaks down the national banking system, as Mr. Thomson said 
it would. 

From Mr. Thomson’s testimony, it would appear that the objections 
to S. 1118 boil down to few in number. He iat want to be denied 
the right to buy banks in other States; he doesn’t want to be stopped 
from buying additional banks in the State of the home office where the 
laws of the State prohibit branch banking. Without these restrictive 
measures in this bill, the heart of the bill would be torn out. 

You unbiased lawmakers have the responsibility of deciding whether 
or not holding-company banking is to be regulated so that it won’t 
expand too far, so that it won’t be destructive of our old system of 
community banks that have rendered a real service throughout the 
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years. We do not believe that the Members of Congress want banking 
held in few hands with a few superbank-holding companies extending 
across the country. Unless the holding companies are properly regu- 
lated as is proposed in S. 1118, bank-holding-company expansion will 
reach dangerous proportions and the most dangerous type of monop- 
oly—a banking monopoly—may become a reality. 

The bill that this association is supporting, S. 1118, is not destructive 
of bank-holding companies—it merely stops them from going too far. 
These holding companies can be successful in operating that which 
they now have; they don’t continually need new blood. Isn’t 44 per- 
cent of the deposits of the Ninth Federal Reserve district, which are 
now in the hands of the two big Minneapolis corporations, enough ? 
Isn’t it dangerous to that district to have the percentage grow? And 
grow it will unless we have legislation of the type that is embodied in 
S. 1118. 

Independent banking is fearful of the future, and rightly so. The 
bank-holding companies must be adequately regulated if we are to 
survive. We must look to the Congress of the United States for 
protective legislation—legislation that will stop the mighty from 
gobbling up we little fellows. This legislation that we are asking 
for is not only of importance to the small independent banks of the 
country, but we are sure that it is of equal importance to the people 
of this Nation. This legislation is so necessary that it should be passed 
without delay. There is no question but that ultimately it will be 
passed, but shall we wait until the horse is stolen before the barn is 
locked? If holding companies can be regulated in time, this legisla- 
tion does not need to be punitive. If there is too long a delay, we may 
need destructive legislation. 

I want to thank you, Mr. Chairman and members of the committee, 
for this opportunity afforded me of speaking in behalf of the Inde- 
pendent Bankers Association of America, and I believe in behalf of all 
small business of the country. We hope the committee will recom- 
mend S. 1118 for passage. 

Thank you. 

The Cuarrman. Thank you. 

mae Mr. Harding. Mr. Harding, do you have a prepared state- 
ment ¢ 


STATEMENT OF HARRY J. HARDING, PRESIDENT, INDEPENDENT 
BANKERS ASSOCIATION 12TH FEDERAL RESERVE DISTRICT 


Mr. Harprne. Yes; I have a prepared statement, Mr. Chairman, 
and I would rather read it and perhaps interpolate as I go along. 

The Cuamman. Without objection, your prepared statement will 
be made a part of the record, and that which you likewise wish to say 
will be made a part of the record. 

Mr. Harprnc. Mr. Chairman, my name is Harry J. Harding. I 
appear as president of the Independent Bankers Association of the 
12th Federal Reserve District, covering the 7 Western States of Ari- 
zona, Utah, Idaho, Nevada, Washington, Oregon, and California. I 
am also president of the First National Bank of Pleasanton, Pleas- 
anton, Calif. 
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I might say, as I have reported previously, our membership is made 
up of about 370 banks in those States. Being a small association, 
we perhaps cannot have, as might be the wisest thing, adequate rep- 
resentation in the form of a paid lobbyist. I can see nothing wrong 
in hiring and paying for services 

The Carman. Let me ask you, do you have a paid lobbyist? 

Mr. Harvrna. I receive no salary of any kind, directly or indirectly, 
from our association, or from any other source. 

The CuHatrman. Does Mr. DuBois receive a salary ? 

Mr. DuBats. I receive a salary, sir. 

Mr. Harpine. Mr. DuBois is the secretary of the association, and 
devotes his full time to association matters which concern all kinds of 
banking legislation in the States in which the association is repre- 
sented, and a great many other activities. 

I think, Senator, I am safe in saying that all of the witnesses who 
have testified on behalf of holding companies do receive a salary. I 
do recall that at least one of the holding companies, over a period of 
many years, has had a Washington staff, quite elaborate, which prob- 
ably costs a great deal of money. 

As I say, as far as our association is concerned, we must depend 
upon volunteers. 

It is my purpose to discuss the provisions of S. 1118 and various 
questions and suggestions developed during these hearings relative 
to three bills before the committee, and I would like to use as a base 
for our comment the comparison of the principal features of S. 76, 
and §. 1118, and the committee print as prepared by Governor Robert- 
son of the Board of Governors of the Federal Reserve System and 
which appear on pages 88, 89, and 90 of part I of the hearings on June 
10, 11, 12, 1953. We have rearranged the order of discussion in this 
comparison so as to follow the section numbers of S. 1118, which bill 
is strongly endorsed by the two independent bankers associations. 
The item number as it appears in the comparative chart is indicated 
in parentheses below the section heading. 





DECLARATION OF POLICY (SEC. 2 OF 8S. 1118) 


While the committee print contains no declaration of policy as such, 
there is embedded in section 3, which deals with the acquisition of 
bank shares, a provision giving the administrating agency a broad 
and far-reaching discretionary authority for interpreting the pur- 
poses of the act. This is in section 3 (b), which states: 

In determining whether or not to approve any acquisition or merger or con- 
solidation under this section, the administering agency shall take into con- 
sideration the following factors— 
and in (b) states— 


whether or not the effect of such acquisition or merger or consolidation would 
be to expand the size or extent of the bank-holding company system involved 
beyond limits consistent with adequate and sound banking in the public interest 
and the preservation of competition in the field of banking. 

We call attention particularly to the last-mentioned objective, “the 
preservation of competition in the field of banking.” We wonder 
what this might be considered as meaning by the present Board 
of Governors, and would these ideas change, let us say, with a change 


34937—54—pt. 3——31 
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in some of the personnel of the Board? In a 2-bank town with 1 
bank controlled by a holding company, would acquisition of contro] 
of the second be denied so as to “preserve competition”? Would 
a holding company operating in, say, 5 States, be allowed to acquire 
99 percent of the banks in that area and still preserve competition, 
or 80 percent or 50 percent? Just what is the yardstick that would 
be used in preserving competition in banking? 

The preservation of competition in banking is a fundamental ob- 
jective of the Independent Bankers Associations, but we would want 
to know just how such a provision, so broadly stated, was to be 
interpreted. 

S. 76, in section 8, provides: 

In the exercise of the discretion vested in them by this Act and other provisions 
of law with respect to approving or permitting expansion of multiple-banking, 
the Board of Governors of the Federal Reserve System, the Comptroller of the 
Currency, and the Federal Deposit Insurance Corporation shall take into con- 
sideration the factors specified in section 12B (g) of the Federal Reserve Act, 
and also the policy of Congress, hereby declared, in favor of local ownership 
and control of banks and competition in the field of banking. 

While we are wholeheartedly in accord with the principles of this 
section—I might say that several witnesses who testified on this 
particular section stressed the fact that this would prohibit the owner- 
ship of shares in the bank outside the immediate town in which the 
bank was located. There is absolutely no such provision. Local 
ownership and control of the bank, not the shares of the bank, is 
involved in this particular section. 

While we are wholeheartedly in accord with the principles of this 
section, we realize “local ownership and control of banks and com- 


petition in the field of banking” are terms which might be interpreted 
differently at different times and by different people. We seek to 
reduce discretionary authority to a minimum. 

Section 2 of S. 1118 declares: 


For the purposes of this Act a bank-holding company and its subsidiary banks 
shali constitute a branch-banking system. 

Somehow, Mr. Chairman, in discussing this particular section, wit- 
nesses seemed to disregard the first six words of that particular 
section. -This provision, and all other sections of the act, aim to 
restrict holding companies in their activities and expansion in offices 
as far as possible in the same manner and to the same extent as banks 
are restricted in their activities and in their expansion in their offices. 
By limiting the power to expand to the same extent that the State 
now permits banka to expand, we have a determinable yardstick— 
not subject to the whims of interpretation by the changing personnel 
of a board. The purpose is clearly set forth in the various sections 
of the act, and therefore, there seems to be no real need for section 2, 
and we are agreeable to its deletion. 

Definition of bank-holding companies (sec. 3 of S. 1118) and item 
No. 1 in comparison and, I might say, a point on which there seems 
to be quite a bit of apparent disagreement, but really not as great as 
appears on the surface: The comment on the definition of a bank- 
holding company, as set forth in the committee print, you will note 
concludes with the words: 


No administrative authority to bring under definition companies which do not 
meet percentage requirements (sec. 2). 
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Let’s see what the percentage requirements are. First of all, 
section 2 (a) it says: 

“Bank holding company” means any company which * * * owns or controls 
directly or indirectly, a majority of the shares of any bank. 

A recognition that domination of a bank can be had through owner- 
ship or control of less than the majority of the stock of a bank is 
evidenced in (2) which declares a bank holding company is any com- 
pany which— 
shall have owned or controlled more than 50 percent of the shares which were 
voted for the election of directors of any bank at the preceding election. 

During the recent hearings on Senator Robertson’s bill, S. 3158, to 
eliminate cumulative voting of shares of stock in the election of ‘di- 
rectors of national banking associations, the Comptroller of the Cur- 
rency, Ray M. Gidney, submitted a statement from which it appeared 
that normally the vote cast at shareholders’ meetings is between 70 
and 90 percent in the case of small banks, and a lesser percentage in 
the case of the larger banks. Under existing law, actually far less 
than a majority of shares can elect a majority of the board of di- 
rectors of a bank. 

Mr. Joseph Healy, past president of the Virginia Bankers Associa- 
tion, testifying for the American Bankers Association, stated that in 
certain cases 31 percent of the stock could control the election of a 
majority of the directors of a bank, 

Still another definition appears in (3) of this section of the com- 
mittee print, which declares a bank holding company means any 
company— 


which at any time * * * controls in any manner the election of a majority of 
directors of any bank. 


This certainly is a total absence of any percentage requirement. 

A former Chairman of the Board of Governors has testified before 
this committee that control of a bank could be had without ownership 
of asingle share. The committee print goes on to say: 


Notwithstanding the foregoing, no company shall be considered a bank holding 
company if it does not own or control, directly or indirectly, any shares of any 
bank, * * * 

From this are we to conclude that if a holding company did not own 
or control a single share of stock in a particular bank but “controls in 
any manner the election of a majority of the directors,” it is, or is 
not, a holding company? However, the test, as to whether a com- 
pany is a holding company, according to the committee print, is not 
“percentage” but rather “control.” And control can be exercised in 
other ways than through the election of a board of directors. 

S. 1118, in section 3 (a), declares: 


Bank holding company means (1) any company which owns or controls 25 
percent or more of the voting shares of each of two or more banks and (2) 
any company which the Board determines after notice and opportunity for hear- 
ing, directly or indirectly, exercises a controlling influence over the management 
or policies of two or more banks. 


Control of one company by another is a matter that has been deter- 
mined by the courts many times. Control is an ascertainable fact. 


The Federal Reserve Board, in bills previously proposed, including 
S. 829 which was approved by this committee, contained a provision 
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similar to the definition in S, 1118. Whether it is “controls in any 
manner the election of a majority of the directors in any bank” or 
“controls the management or policies of a bank”—only the facts can 
determine—both need control—and in order to determine the facts, a 
hearing is necessary. We certainly feel strongly that a holding 
company should have an opportunity for a hearing, as provided for 
in S. 1118, before the board reaches its own conclusions. 


EXEMPTIONS FROM DEFINITION (SEC. 3 (A) OF 8. 1118)—ITEM NO. 2 IN 
COMPARISON 


The power to exempt certain companies from coming within the 
definition of a bank holding company as set forth in the committee 
print seems extremely vague and most difficult to interpret, as can be 
understood by reference to the actual wording as set forth in section 2, 
as follows: 

In addition the term “bank holding company” shall not include any company 
which is determined by the administrating agency not to be engaged, directly 
or indirectly, as a business in holding the stock of, or managing or controlling, 
banks in such manner and to such an extent as to require regulation of such 
company under this Act in order to carry out its purposes. 

How would you determine whether a company was engaged, directly 
or indirectly, “as a business”? Would that mean a company would 
have to be engaged exclusively in holding the stock of, or managing, 
or controlling banks? What is meant by “in such manner and to such 
an extent as to require regulation”? And how would you explain “in 
order to carry out its purposes”? In the event that the administering 
agency wished either to restrict or to promote expansion of holding 
companies, in what way would this provision prevent them from 
exempting or failing to exempt companies, as it chose? 

Under the present law =a under the provisions of the committee 
print and those in S. 76, it is provided that the Board, or administrat- 
ing agency, can exempt any company—whether controlling one bank 
or a dozen banks; whether also engaged in nonbanking businesses in 
a large way or asmall way, if as these measures say, it is— 
determined by the Board of Governors of the Federal Reserve System not to be 
engaged directly or indirectly as a business of managing or controlling one or 
more banks. 

But how does the Board determine whether a company is engaged 
“as a business” in the managing or controlling banks¢ Is a company 
owning 80 percent of the stock of one bank and having no other invest- 
ments or activities, engaged in the business of “holding the stock of” 
a bank? In the list of 34 holding companies submitted by the Board 
of Governors during the hearing last June, and which appears on 
pages 44 through 47 of part I of the printed record of these hearings, 
not one company is listed where control of only one bank existed. 

The Federal Reserve Board under existing law has issued declara- 
tions of exemption to 77 companies as not to be engaged— 


directly or indirectly, as a business in holding the stock of, or managing or 
controlling, one or more banks. 

Out of these companies, 69, they say, control only 1 bank. The 
need for this discretionary authority to exempt companies seems to 
stem from the fact that the definition in existing laws and in the com- 
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mittee print is a dragnet, which includes many companies that are not 
now evading or circumventing the Nation’s banking laws as to 
branches of banks. 

The Board’s comment on the committee print says— 
such exemptions to be made in accordance with specific standards required by 
law and subject to revocations (sec. 2). 

Let us refer to the committee print and see what it says on this 
point— 
in making any such determination, the administering agency shall consider, 
among other factors, the nature of the business of such company, the number 
of banks in which it owns or controls stock and the amount of such stock 
owned or controlled by it, and the area of operations of such banks. 

Are these specific standards, applicable to all alike? Or is this a 
grant of teeed discretionary authority ¢ 

In contrast, the exemptions provided for in S. 1118 are definitely 
set forth and, in the case of nonprofit organizations, apply only to 
the ownership of the stock in a bank as of the effective date of the 
act. And I might say, Mr. Chairman, some comment was made in 
the course of these hearings on labor union welfare funds, which, 
under S. 1118 would have been excluded as a holding company, as 
to ownership of stock, on the effective date of the act. But in the 
case of the Washington situation which was mentioned, had the Cape- 
hart bill been enacted a year ago, then such additional acquisition 
would have come under the Federal Reserve Board, and approval 
would be necessary, because the definition in S. 1118 requires that 
approval of the Board be obtained before the company takes any 
step whereby it becomes a holding company under the definition of 
the act, which means acquisition of ownership, control directly or 
indirectly of 25 percent in 2 or more banks. 

Furthermore, acquisition of additional shares under the definition 
would have to be approved previous to acquisition. 


REGISTRATION, REPORTS, AND EXAMINATIONS (8. 1118, SEC. 4)—-ITEM NO. 
20 OF COMPARISON 


The provisions of section 5 (a) and (b) of the committee print 
are substantially in agreement with section 4 of S. 1118. We can 
see no objection to including in section 4 of S. 1118 a provision to 
the effect that a reasonable extension in time for registration might 
be granted, and also stipulate that any examinations of a holding 
company made by the administrating agency shall be at the expense of 
the company examined. 

As to required reports to Congress, as provided in the committee 
print, this provision was included in earlier bills drafted by the 
Board of Governors. Of course the Board as administrating agency 
has the right to suggest changes in the law at any time and it there- 
fore seems superfluous. However, if there is a question about the 
administrating agency being willing to speak up and to report any 
substantial difficulties encountered, then this mandatory requirement 
might be desirable. 
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ACQUISITIONS OF BANK STOCK AND ASSETS (SEC. 5 OF S. 1118)—ITEMS 
4, 5, 6, AND 7 OF COMPARISON 


The question as to what limitations, if any, should be pine on 
the expansion of a holding company is the heart of the problem. We 
therefore would like to pass over discussion of the comparison of the 


three bills as to this point for the time being but will discuss this 
later. 


DIVESTMENT OF NONBANKING INTERESTS (SEC. 6 OF S. 1118)—ITEM NO 11 
OF COMPARISON 


The three bills before us aim at accomplishing a similar purpose— 
that is, confining the bank holding companies to the banking business. 
However, in the course of previous hearings a number of existing 
situations have been brought to light and a number of exceptions 
seem fair and proper, as set forth in S. 1118. An additional pro- 
vision appeared in a number of earlier bills drafted by the Federal 
Reserve Board, and which one of the holding companies testifying 
here suggested be included, meets with our approval. We, therefore, 
are agreeable to inserting a new subsection of S. 1118 which would 
become section 6 (b) (5) to read as follows: 

Sec. 6 (b) (5) to shares or other securities or obligations of any company 
which do not include more than 5 percent of the outstanding voting shares of 
Such company and do not have a value greater than 5 percent of the capital 
and surplus of such holding company. 

The company in question, Mr. Chairman, mentioned the fact that 
they did use their reserve funds for diversifying investments in well- 
known companies, the stock of which was readily marketable. I 
think they said the maximum was 3 percent. A provision of that 
kind would meet all the arguments that have been presented by the 
various witnesses here who spoke about.the desirability of diversity of 
investments. However, when they speak about diversity of invest- 
ments, they get confused and talk about control instead of investment, 
and the two are vastly dissimilar. 

Permissible investments of that kind, restricted as they are, would 
certainly lead to no concentration of power that would cause any 
apprehension anywhere. 

We believe there are no differences in the approach to this problem 
of divestment of control over nonbanking businesses that cannot 
readily be resolved by your committee’s legal staff. 

And, again I emphasize it is the problem of divestment of control 
over nonbanking businesses, not assets or small investments. 


RESERVATION OF RIGHTS TO STATES (SEC. 8 OF S. 1118)—ITEM NO. 9 OF 
COMPARISON 


The committee print, S. 76 and S. 1118, all seek to reserve the rights 
of the States, but S. 76 and S. 1118 do this in a clear-cut direct state- 
ment to this effect, the statement in 8. 1118 being broader in that it 
refers to rights a State now has, or hereafter may have, with respect 
to banks, bank holding companies and subsidiaries thereof. This 
same principle of maintaining the authority of the States as to bank- 
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ing is followed in other sections of S. 1118, particularly section 5 
covering the acquisition of bank stock or virtually all of the assets 
of a bank. 

Some of the witnesses who testified seemed to think that some of 
the restrictions on acquisition in section 5 were a violation of the 
States rights. But, Senator, the bill specifically states, as clearly as 
any attorney seems to be able to indicate to us, as should be indicated, 
that the States now have all the rights—they now have, or may here- 
after have—regarding banks and bank holding companies. So I 
don’t see how anyone could argue that any rights of the States have 
been taken away from them by S. 1118. And all they need to do, if 
they want additional privileges in any particular State, is to go to 
those State authorities and ask the State legislature to do, as it has a 
right to do, to pass a law as it sees fit. 


HEARINGS AND REVIEW (SEC. 9 OF §S. 1118) 5 PENALTIES (SEC. 10 OF §. 
1118) ; TECHNICAL AMENDMENTS (SEC. 11 OF §, 1118) 


These sections are listed on the comparative charts as Nos. 16, 17, 
18, and 19. These are technical legal and tax questions, which can 
best be resolved by the committee’s staff, we believe. 


ACQUISITION OF BANK SHARES OR BANK ASSETS (SEC 5 OF S. 1118) ITEMS 
NO. 4, 5, 6, AND 7 OF COMPARISON 


We have earlier stated the heart of the holding-company problem 
is how and to what extent their activities and expansion shall be 
regulated. Some of the holding companies have declared they want 
no further regulation. Then there are those who see the need for 
regulation for these companies, but wish to allow the Board, or the 
administering agency, broad discretionary authority over expansion. 
Such is the position taken in the committee print. 

First of all, we note in the committee print a provision, in section 
8 (a), which would require prior approval by the administering 
agency of any merger or consolidation of any holding company. 
This is not in any other of the bills now under consideration nor 
has it been included in earlier bills. We feel such a provision is 
superfluous, as far as S. 1118 is concerned, for that bill states that prior 
approval by the Board is necessary before any act is taken whereby 
company becomes a bank holding company, and also requires approval 
before any voting shares in a bank can be acquired directly or in- 
directly. This would effectively control acquisition by the merger 
or consolidation route, either merger of the holding company itself 
or the merger of a subsidiary thereof. 


VIEWS OF STATE AND FEDERAL AUTHORITY (SEC. 5 (B) AND (C) OF §8. 
1118)—-ITEM NO. 8 OF COMPARISON 


The committe print provides that— 


Before approving any acquisitions or merger or consolidation * * * the admin- 
istering agency shall consider any views or recommendations that may be 
submitted by the Federal bank supervisory authorities and the appropriate 
State bank supervisory authorities. 


S. 1118 places administrative authority in the hands of the Board 
of Governors of the Federal Reserve System. It does give the Comp- 
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troller of the Currency as to national banks, and the State supervisor 
as to a State bank, the stock which is being acquired by the holding 
company, the right to approve or reject such an application by the 
Comptroller of the Currency or the State supervisor consulted. But, 
in cases where the Comptroller of the Currency or the State supervisor 
may approve an acquisition the Board still has the veto power over 
such approvals. This provision recognizes that the chartering agency, 
the Comptroller of the Currency in the case of a national bank, and 
the State supervisor in the case of a State bank, before granting a 
charter is satisfied as to the needs of the community to be served and 
these agencies are charged with seeing to it that the management 
of the banks under their supervision are sound and operate in accord- 
ance with the laws and sound practice. 

In the exercise of these rights, the statutes of the States contain 
provisions clearly calculated to control the size of banking operations 
by confining their geographical extent. It has been a generally ac- 
cepted principle that such control could best be exercised by the in- 
dividual State, depending on the banking needs of such State. This 
principle was given recognition by the United States Congress in the 
Bank Act of 1927, which authorized the Comptroller of the Cur- 
rency to approve new branches for a national bank only within State 
boundaries and subject to the restrictions as to location imposed by 
the laws of the State on State banks. 

Mr. Chairman, I would like to inject right here that several wit- 
nesses, three in number, all declared that in enacting that legislation, 
Congress abdicated some of its powers over national banks. We en- 
tirely disagree with such a statement. We feel that Congress, in 


legislating that way, did seek to protect the rights of the States, and 
not to grant greater privileges to national banks than were given to 
State banks. 

Therefore, transfer of control of banks under their jurisdiction 
should be approved by the agencies that created them in the first place. 
However, in view of the overall picture as to both State and National 
banks the Board-should have the right, in the public interest, to veto 


approval of either the National bank or State bank authorities, This 
may more clearly be understood by considering a situation where a 
holding company seeks to acquire, let us say, a State bank in a par- 
ticular city and the State supervisory authority rejects such applica- 
tion. The holding company may then seek to acquire the bank across 
the street which, let us assume, is a national bank, and approval is 
granted by the Comptroller of the Currency. The Board then, in such 
a situation, would have the power either to approve or to reject the 
acquisition in the light of the overall situation. 

We believe this provides a double check which will protect the 
interests of the public and the rights of the States. 

Section 3 (c) states: 

in approving any acquisition or merger or consolidation under this section, 
the administering agency shall be authorized to describe such conditions as it 
may deem necessary in the light of its consideration of the factors set forth in 
subsection (b) of this section in order to assure the sound financial condition and 
satisfactory management of the bank holding company and of the banks con- 
trolled by it. Such conditions may include, but without limitation, conditions 


relating to the maintenance of adequate capital and reserves of ready marketable 
asserts by such company. 


CREED 
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We have underlined the phraseology in this subsection which gives 
uuthority to the administering agency to impose conditions without 
let or hindrance. In our approach to the holding company prob- 
lem we have followed the theory that the soundness of the banks and 
the management thereof was a matter of concern to the Federal and 
State supervisory agencies. But, the power given the administering 
agency in this subsection of the committee print to impose unknown 
conditions on holding companies— 
in order to assure a sound financial condition and satesfactory management of 
* * * the banks controlled by it— 
is an extension of power into a new area, to which we are opposed. 

Not only have the two independent bankers associations opposed 
the granting of broad discretionary authority to any Federal agency, 
but the American Bankers Association, in testifying here, likewise 
register -d its o Spann to such authority. The Association of Re- 
serve City Bankers, in its statement filed during the 1950 hearings 
indicated that 1 of its 13 findings was: 

2. Any such legislation, generally speaking, should contain a minimum of 
discretionary authority in the enforcing agency. 

Such virtually limitless powers to permit expansion at the discre- 
tion of the administering agency as provided in the committee print 
might be less objectionable if a bank holding company was not in the 
banking business, but was merely an investing company, and diversity 
of investment, without control, was the factor. 

This is the position taken by the spokesman for a number of the 
holding companies when he stated that the relationship between the 


holding company and the subsidiary bank is— 


basically the normal stockholder relationship under which the powers of the 
stockholder are exercised in stockholder meetings. 

Their own detailed descriptions of their operations show how com- 
pletely the holding company dominates and guides the policies and 
the operations of the subsidiar y banks—how great is the interchange 
of business and services between the various units, how examinations 
are made, how assets or procedu ral situations are corrected, how = 
holding company stands by ready to provide additional capital a 
needed, how operational acta and better management are vro- 
vided—so that the soundness and earnings of these ‘banks might be 
improved. Are all these part of a “normal stockholder relationship” ¢ 
No; very definitely, bank holding companies, as the Wisconsin statutes 
st ate, are engaged in the banking business. 

If the bank holding companies are in the banking business, then 
holding companies should not be permitted to do things that banks are 
forbidden to do. As the Association of Reserve C ity Bankers, in a 
statement filed with this committee during the 1950 hearings, declared : 

Bank holding companies grew up entirely without benefit of either National 
or State legislation and, relying on the general corporation laws of the States, 
moved into banking operations denied to both National and State banks. 

Banks are forbidden by law to establish branches across State lines 
and in some States branches of banks are restricted to location or pro- 
hibited altogether. Banks are not allowed to control and operate 
neahehiinn atosuaen 
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A spokesman for the holding companies declared before this com- 
mittee that “there has been a lot of loose talk” about holding com- 
panies being a branch banking system. That “loose talk,” gentlemen, 
comes from numerous economists who have studied our banking sys- 
tem and who have described holding-company operations as evasion of 
our banking laws and in effect bootleg or back-door branch banking. 

This “loose talk” comes from two of the former chairmen of the 
Board of Governors of the Federal Reserve System in testifying before 
your committee. This “loose talk” goes back at least as far as the 
annual report covering the year 1942 issued by the Board of Governors 
of the Federal Reserve System, and again we would like to quote from 
this report: 

The Federal supervisory authorities now have authority to control the direct 
establishment of branches of banks under their respective jurisdictions, * * * 
Through the corporate device of the holding company, however, these controls 
are defeated and the holding company can do what the bank cannot do directly. 
Thus, the same management which is restricted in its operation under a bank 
charter can, through the holding-company device, acquire unit banks, operate 
them in the same manner branches would be operated, and thus defeat the 
expressed will of Congress regarding the establishment of branches. 

The concept of the problem, as set forth in the committee print, per- 
mitting broad discretionary authority for the expansion of bank hold- 
ing companies, both interstate and within the State, regardless of the 
laws of such a State as to branches, as R. M. Evans, Governor of the 
Federal Reserve System in his dissenting statement filed with this 
committee, says, is because: 

The Board does not recognize a fundamental fact: namely, that through the 
corporate device, holding companies had been and still could be used to evade 
State branch-banking laws and thus defeat the declared policies of the States 
and the National Government regarding branch banking. Despite all that has 
been said about the distinction between bank holding company groups and branch 
banking systems, the fact remains that both accomplish the same thing—the 
operation of a number of banking units under one control and management. 

Mr. Ben DuBois already has mentioned that the attorney general of 
the State of Texas has declared the control of banks through the hold- 
ing company device is a violation of the State’s laws prohibiting 
branches of banks. The attorney general for the State of Illinois like- 
wise has ruled such control would be contrary to that State’s laws pro- 
hibiting branches. 

S. 1118 has recognized that holding companies can and do circum- 
vent laws of the States and the expressed will of Congress as to 
branches of banks. Two former chairmen of the Board of Governors 
of the Federal Reserve System have testified before this e~mmittee 
that holding companies do evade such laws, and in a letter to the then 
chairman of the House Banking and Currency Committee, the present 
Chairman of the Board of Governors, William McChesney Martin, 
also said that a holding company can evade the laws as to branches of 
banks and evade the laws as to engaging in nonbanking businesses. 

Mr. Chairman, I would like to say in connection with the report 
submitted on behalf of the Committee on Federal Relationships of the 
Association of Reserve City Bankers, that that statement indicates 
a radical departure from the statement filed in 1950. I contends that 
the principal objective to be accomplished in banking holding com- 
pany legislation is the coordination of a banking system and strikes 
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at the dual banking system in that it would take away from the States 
any and all rights as to holding company control. 

As a matter of fact, the president of the newest of such corpora- 
tions—and, Mr. Chairman, if you want specific details of a confidential 
nature as to how the information could be obtained, I am sure the 
Federal Reserve Board could provide you with all of the information 
that is obtainable, which is certainly not accessible to us. 

As a matter of fact, the president of the newest of such corpora- 
tions, the Arizona Bancorporation, in a statement appearing in the 
Wall Street Journal as of March 9, 1953, very definitely pointed this 
out. This news item summarizes very briefly in a most effective way all 
of the arguments presented here both for and against the bank hold- 
ing company operation and warrants not only a reading in full, but 
a careful study of its implications: 


{The Wall Street Journal, Monday, March 9, 1953] 


GIANT VALLEY BANK Gets EVEN BIGGER BY SWALLOWING FASTEST GROWING RIVAL 


(By a Wall Street Journal staff reporter) 


PHOENIX.—Things have a way of growing out here under Arizona’s warm and 
ever-shinning sun. 

A seguaro cactus will keep growing until it towers 60 feet into the air; and a 
commercial bank will branch out until it does nearly three-fifths of the banking 
business in the State. 

During the depths of the depression, Arizona's big Valley National Bank was 
just another frog in the State’s tiny banking pool. It had only 14.9 percent of 
the bank deposits in the State. Twenty years later, the Valley Bank had cap- 
tured 49.5 percent with total deposits of $328 million, had jumped from 557th to 
70th biggest bank in the United States. And in late 1952, the Valley Bank gained 
control of the Bank of Douglas, pushing its share of Arizona’s banking business 
to an even bigger 60 percent. 


WASHINGTON GETS INTERESTED 


The lava-like spread of the Valley Bank’s 33 branches throughout Arizona had 
not gone unnoticed by the Federal Government’s Comptroller of the Currency— 
who has final say on how fast a national bank can expand. “The Comptroller 
has been refusing us new branches under the excuse that we're already too big,” 
says sagacious 60-year old Walter Bimson, Valley Bank’s chairman. 

In 1946, because of this slowup in permission to open new branches, Valley 
National’s percentage share of Arizona’s banking business began to drop. Wal- 
ter Bimson knew something had to be done. And he did it, thanks to a bit of 
luck and one of the niftiest financial gimmicks of the year. 

The Bank of Douglas, whose pink and white main office in Phoenix sticks out 
like a big peppermint stick, was easily the fastest growing bank in Arizona. In 
1942 its deposits were a paltry $5.9 million, bu’ by the end of 1952 they had 
zoomed to $52 million—an inrease of 883 percent. 


BANKER BROPHY’S ROLE 


It was the booming Bank of Douglas, under the astute leadership of ruddy, 
dapper Frank Brophy, that was mainly responsible for chopping Valley Bank’s 
percentage of Arizona’s total banking business from 54.5 percent in 1946 to 
49.4 percent in 1952. 

But 58-year old Frank Brophy was not happy. He wanted to quit the bank 
his father had left him, and spend more time on his ranch. Last year, Banker 
Brophy decided to sell his family interest, and gave Valley National the first 
chance to buy him out. Here was the very opportunity Walter Bimson and the 
Valley Bank were looking for. 

There was just one moat the Valley Bank had to leap before it could lay claim 
to the desirable Bank of Douglas—Federal law does not permit a national bank 
to hold stock in other banks for purposes of control. But this did not cool the 
ardor of the Valley Bank. It knew another way to win the Bank of Douglas. 
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PLAN FOR CONTROL 


The trustees of the Valley Bank’s profit-sharing fund—4 of the 7 are bank offi- 
cers—could suggest the fund buy the controlling shares in the Bank of Douglas. 
Why not? It was perfectly legal. And since the fund holds an employee's share 
until he reaches retirement, the fund had ample money. Further, the Bank of 
Douglas stock was a good investment. The deal was promptly made, the fund 
buying 13,923 of the 28,000 outstanding shares. 

The employees profit-sharing fund's purchase of a controlling interest in the 
Bank of Douglas gave Valley National a bank with a great reputation and a 
State charter. Because it is a State and not a national bank, the Bank of 


Douglas needs only the permission of friendly State authorities to open a new 
branch. 


Now, if the Comptroller of the Currency refused to allow Valley National to 
open a new branch, it could turn around and expand through the Bank of 
Douglas. “If the Comptroller of the Currency doesn’t give me what I want,” 
explains Walter Bimson, “I can go to the State superintendent of banks. I can 
play one against the other.” 


A TRANSAMERICA TWIST 


The Valley Bank’s employees profit-sharing fund now has the bulk of its assets 
tied up in bank stocks—about a third in the Bank of Douglas. A plan was 
needed that would take the Bank of Douglas stock off the hands of the employees 
fund, and put it more firmly in the hands of Valley Bank officials. 

Ironically enough, the Valley Bank decided to solve its problem by borrowing 
an idea from Transamerica Corp., the giant holding company that owns ma- 
jority interests in 47 banks seattered through five Western States, including a 
79.58 percent piece of the First National Bank of Arizona—Valley National’s 
leading rival. 


The Valley Bank formed its own holding company—the Arizona Bancorpora- 
tion. It has put the holding company in business by transferring to it the Valley 
Bank’s 11-story home office building, in exchange for 200,000 shares of Arizona 
Bancorporation stock. The bancorporation can then raise the necessary capital— 
probably by selling an additional $1 million of stock—to buy out the Employees 
Funds Bank of Douglas stock. 

That ends the quotation from the Wall Street Journal. 

This “loose talk” about subsidies of bank holding companies being 
in effect, branches, and the evasion of our country laws by the holding 
companies, seems to come from pretty authoritative sources. 

It has been testified to by various witnesses that legislation is needed. 
Enactment of legislation, although recommended by this committee in 
1947, has been long delayed. 

Delay has been a go-ahead signal to all bank holding companies. 
Transamerica is again on the march in the State of California. Very 
recently an item appeared in one of the San Francisco papers that 
this move on the part of Transamerica has stirred up activity on 
the part of other banks. It is a case of “devil take the hindmost,” 
and it is a fair guess to say that on the desk of every independent 
banker in the State of California there is now an offer to purchase 
that bank. : 

Expansion on a nationwide basis and an effort to secure nationwide 
branch banking might be aggressively pushed in the days to come. 
I might say in the biography of a bank, the unfinished dream of Mr. 
A. P. Gianninni, had led to the creation and investment by Trans- 
america banks in various States, to bring about the establishment of 
nationwide branch banking. 

To defer action until our American banking system as we know it, 


is seriously crippled, would be dangerous. 
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Justice Campbell, of the Supreme Court of Oregon, said: 


It is a well-known maxim of the law that one cannot do indirectly what the 
law prohibits being done directly. 

Justice Griffin, of the California Supreme Court of Appeals, also 
said : 

It is a rule of law that a party is forbidden to do indirectly what it cannot 
do directly. 

This principle has been declared also in other jurisdictions. The 
Honorable Price Daniel, now a member of the United States Senate, 
while attorney general for the State of Texas, also declared : 

The corporation cannot do indirectly what it is prohibited by law from doing 
directly. 

Chief Justice Marshall has declared : 

The spirit as well as the letter of a statute must be respected. 


If the bank holding company device—— 

The CHamMan. Will you yield just a moment? Mr. Thomson, 
how long do you think you will take? 

Mr. TuHomson. Not over 5 minutes. 

The Cuatrman. All right. 

Mr. Harprne. If the bank holding company device can and is being 
used for a bank to do indirectly wh: at the law forbids it to do direc tly, 
then that loophole must be closed if we are not to override the basic 
conception of our laws. §. 1118 will close this loophole. 

The question before this committee is far bigger than merely deter- 
mining the extent of bank holding company regulations. The prob- 
lem is to what extent shall the concentration of control over a large 
number of banks, with its concomitant economic power, be permitted 
through the holding company device? Shall expansion be permitted 
uncurbed until we have half a dozen lar ge companies each controlling 
a chain of banks coast to coast and border to border ? 

This will lead inevitably to changes in all branch banking laws— 
and even a spokesman of a holding company has admitted that where 
it has been permitted, they have ‘done just that. This will lead in- 
evitably to changes in all branch banking laws, for as this control 
develops there will be the urge to convert these subsidiary banks into 
full-fledged branches, a superior system as the branch advocates say. 
Do we want to take the road of nonaction that will lead to possible 
nationalization of banking? Or do we want to restrain this new 
banking system, part State, part national, able to do what no bank can 
do, so that it will operate only as banks are permitted to operate? 

This is no new matter for this committee. As far back as 1938, 5 
years after the present inadequate holding company laws were 
adopted, President Roosevelt asked Congress to restrict the powers of 
bank holding companies in a special message, from which we quote: 

Congress enact at this session legislation that will effectively control the 
operation of bank holding companies; prevent holding companies from acquir- 
ing control of any more banks, directly or indirectly; prevent banks controlled 
hy holding companies from establishing any more branches; and make it illegal 


for a holding company, or any corporation or enterprise in which it is financially 
interested, to borrow from or sell securities to a bank in which it holds stock. 
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In his annual report for 1940, the Comptrolier of the Currency 
recommended that— 


While 
* * * Consideration be given to the enactment of legislation which will pro- embedde 
hibit the operation of banks by holding companies. giving tl 
The Federal Reserve Board in its 1943 annual report from which ity 
we already have quoted also recommended that— colidatic 
immediate legislation be enacted preventing further expansion of existing bank tion oan 
holding companies or the creation of new bank holding companies. ae 
: : ; the 
The Federal Deposit Insurance Corporation a year later also de- quate a 
clared : Layo 
tioned ¢ 
The Corporation recommends that Congress enact legislation which will pro- woulel 
hibit the future creation of holding companies and which will require the liquida- ernors | 
tion of existing holding companies after allowing a reasonable time for orderly En personn 
distribution to their own stockholders of the bank stock which they now hold. & compan 
The American Bankers Assocation, as far back as 1937, declared: * <— 
We are definitely opposed to any proposal or device looking to the establish- F or 80 pi 
ment of branch banking facilities across State lines directly or indirectly— a 
: ; i e 
and in 1948 and subsequent years has urged enactment of bank holding j seine 
company legislation. Thirty State bankers associations and the two )  provisi 
independent bankers associations also have passed resolutions calling — 
on Congress to enact legislation which will end evasion of banking i ae 
laws through the bank holding company device. + System 
The National Federation of Independent Business, as pointed out by - __ poratio 
one of the witnesses today, conducted a poll, and that poll showed that 1 of - 
75 percent of its members were in favor of S. 1118. : ene 
A number of bills have been before Congress and hearings on several . section 
of these bills have been held. Probably no proposed banking legisla- | field of 
tion has received the careful study and discussion that has been ac- hy Sea 
corded bank holding company legislation. In view of all these facts . ae 
and the time that has elapsed, we urge that this committee complete its 3 pany a 
study of this problem and recommend legislation that will achieve ry provis' 
proper regulation of bank holding companies. aq: Se 
We are confident that this committee’s conclusions will be in the = 6s som ft 
public interest, and we appreciate your time and efforts to solve this is the St 
problem. d subjec 
The Cuarrman. Thank you very much, Mr. Harding. Your state- é an 
ment has been very helpful and we appreciate it. c 
(The prepared statement of Mr. Harding follows :) . 
STATEMENT OF Harry J. HARDING, PRESIDENT, INDEPENDENT BANKERS 4 
ASSOCIATION, 12TH FEDERAL RESERVE DISTRICT e R.- 
My name is Harry J. Harding. I appear as president of the Independent , autho 
Bankers Association of the 12th Federal Reserve District covering the seven f requil 
Western States of Arizona, Utah, Idaho, Nevada, Washington, Oregon, and Cali- . _ Let 
fornia. I am also president of the First National Bank of Pleasanton, Pleas- ’ it say 
anton, Calif. ’ trols | 
In discussing the provisions of S. 1118 and various questions and suggestions that ¢ 
developed during these hearings, we would like to use as a base for our comment } the m 
the comparison of the principal features of the committee print, S. 76, and’S. 1118, holdi 
as prepared by the Board of Governors of the Federal Reserve System and which than. 
appear on pages 88, 89, and 90 of part I of the hearings on June 10, 11, 12, 1953. of an 
We have rearranged the order of discussion of the various items in this com- : Robe 
parison so as to follow the section numbers of S. 1118, which bill is strongly the e 
endorsed by the two independent bankers associations. The item number as it ; Curr 


appears in the comparative chart is indicated in parentheses below the section are 
heading. 
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DECLARATION OF POLICY (SEC, 2 OF 8. 1118) 


While the committee print contains no “declaration of policy” as such, there is 
embedded in section 8, which deals with the acquisition of bank shares, a provision 
giving the administrating agency a broad and far-reaching discretionary author- 
ity for interpreting the purposes of the act. This is in section 3 (b) which states 
“In determining whether or not to approve any acquisition or merger or con- 
solidation under this section, the administering agency shall take into considera- 
tion the following factors,” and in (5) states “whether or not the affect of such 
acquisition or merger or consolidation would be to expand the size or extent of 
the bank holding company system involved beyond limits consistent with ade- 
quate and sound banking in the public interest and the preservation of com- 
petition in the field of banking.” We call attention particularly to the last men- 
tioned objective—“the preservation of competition in the field of banking.” We 
wonder what this might be considered as meaning by the present Board of Gov- 
ernors and would these ideas change, let us say, with a change in some of the 
personnel of the Board? In a 2-bank town with 1 bank controlled by a holding 
company, would acquisition of control of the second be denied so as to ‘‘preserve 
competition?” Would a holding company operating in, say 5 States be allowed 
to acquire 99 percent of the banks in that area and still “preserve competion” 
or 80 percent or 50 percent? Just what is the yardstick that would be used in 
“preserving competition” in banking? 

The preservation of competition in banking is a fundamental objective of the 
independent bankers associations but we would want to know just how such a 
provision, so broadly stated, was to be interpreted. 

S. 76, in section 8 provides “in the exercise of the discretion vested in them 
by this Act and other provisions of law with respect to approving or permitting 
expansion of multiple banking, the Board of Governors of the »ederal Reserve 
System, the Comptroller of the Currency, and the Federal Deposit Insurance Cor- 
poration shall take into consideration the factors specified in section 12B (g) 
of the Federal Reserve Act, and also the policy of Congress, hereby declared, in 
favor of local ownership and control of banks and competition in the field of 
banking.” While we are wholeheartedly in accord with the principles of this 
section, we realize “local ownership and control of banks and competition in the 
field of banking” are terms which might be interpreted differently at different 
times and by different people. We seek to reduce discretionary authority to a 
minimum. 

Section 2 of S. 1118 declares “for the purposes of this Act a bank holding com- 
pany and its subsidiary banks shall constitute a branch banking system.” This 
provision and all other sections of the act aim to restrict holding companies in 
their activities and expansion in offices as far as possible in the same manner and 
to the same extent as banks are restricted in their activities and in their expan- 
sion in their offices. By limiting the power to expand to the same extent that 
the State now permits banks to expand we have a determinable yardstick—not 
subject to the whims of interpretation by the changing personnel of a board. 
This purpose is clearly set forth in the various sections of the act and, therefore, 
there seems to be no real need for section 2 and we are agreeable to its deletion. 


DEFINITION OF BANK HOLDING COMPANIES (SEC. 3 OF 8S. 1118) 
(ITEM NO. 1 IN COMPARISON) 


The comment on the definition of a bank holding company as set forth in the 
committee print, you will note, concludes with the words “no administrative 
authority to bring under definition companies which do not meet percentage 
requirements (sec. 2).” j 

Let’s see what the percentage requirements are. First of all, in section 2 (a) 
it says “bank holding company” means any company which * * * owns or con- 
trols directly or indirectly, a majority of the shares of any bank.” A recognition 
that domination of a bank can be had through ownership or control of less than 
the majority of the stock of a bank is evidenced in (2) which declares a bank 
holding company is any company which “shall have owned or controlled more 
than 50 per centum of the shares which were voted for the election of directors 
of any bank at the preceding election.” During the recent hearings on Senator 
Robertson’s bill, S. 3158, to eliminate cumulative voting of shares of stock in 
the election of directors of national banking associations, the Comptroller of the 
Currency, Ray M. Gidney, submitted a statement from which it appeared that 
normally the vote cast at shareholders meetings is between 70 and 90 percent 
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in the case of the small banks, and a lesser percentage in the case of the larger 
banks. Under existing law actually far less than a majority of shares can elect 
a majority of the board of directors of a bank. 

Mr. Joseph Healy, testifying for the American Bankers Association, stated 
that in certain cases, 31 percent of the stock could control the election of a 
majority of the directors of a bank. 

Still another definition appears in (3) of this section of the committee print, 
which declares a bank holding company means any company “which at any 
time * * * controls in any manner the election of a majority of directors of any 
bank.” This certainly is a total absence of any percentage requirement. 

A former Chairman of the Board of Governors has testified before this com- 
mittee that control of a bank could be had without ownership of a single share. 
The committee print goes on to say “notwithstanding the foregoing, no company 
shall be considered a bank holding company if it does not own or control, directly 
or indirectly, any shares of any bank * * *.” From this are we to conclude that 
if a holding company did not own or control a single share of stock in a particular 
bank but “controls in any manner the election of a majority of the directors” 
it is, or is not, a holding company? However, the test, as to whether a company 
is a holding company, according to the committee print, is not “percentage” but 
rather “control.” And control can be exercised in other ways than through 
the election of a board of directors. 

S. 1118, in section 3 (a), declares “bank holding company means (1) any 
company which owns or controls 25 per centum or more of the voting shares of 
each of two or more banks and (2) any company which the Board determines 
after notice and opportunity for hearing, directly or indirectly, exercises a 
controlling influence over the management or policies of two or more banks.” 
Control of one company by another is a matter that has been determined by the 
courts many times. Control is an ascertainable fact. The Federal Reserve 
Board in bills previously proposed, including 8. 829 which was approved by this 
committee, contained a provision similar to the definition in 8. 1118. Whether 
it is “controls in any manner the election of a majority of the directors in any 
bank” or “controls the management or policies of a bank’’—only the facts can 
determine—and a hearing is necessary to determine these facts. We certainly 
feel strongly that a holding company should have an opportunity for a hearing, 
as provided for in S. 1118, before the Board reaches its own conclusions. 


EXEMPTIONS FROM DEFINITION (SEC. 3 (A) OF 8S. 1118) (ITEM NO, 2 IN COMPARISON) 


The power to exempt certain companies from coming within the definition of a 
bank holding company as set forth in the committee print seems extremely vague 
and most difficult to interpret, as can be understood by reference to the actual 
wording as set forth in section 2, as follows: “In addition the term ‘bank holding 
company’ shall not include any company which is determined by the adminis- 
trating agency not to be engaged, directly or indirectly, as a business in holding 
the stock of, or managing or controlling, banks in such manner and to such an 
extent as to require regulation of such company under this act in order to carry 
out its purposes.” How would you determine whether a company was engaged, 
directly or indirectly, “as a business?” Would that mean a company would have 
to be engaged exclusively in holding the stock of, or managing, or controlling 
banks? What is meant by “in such manner and to such an extent as to require 
regulation” and how would you explain “in order to carry out its purposes?” 
In the event that the administering agency wished either to restrict or to promote 
expansion of holding companies, in what way would this provision prevent them 
from exempting or failing to exempt companies, as it chose? 

Under the present law and under the provisions of the committee print and 
those in 8. 76, it is provided that the Board (or administrating agency) can 
exempt any company—whether controlling one bank or a dozen banks; whether 
also engaged in nonbanking businesses in a large way or a small way, if as these 
measures say it is “determined by the Board of Governors of the Federal Reserve 
System not to be engaged directly or indirectly as a business of managing or 
controlling one or more banks.” 

But how does the Board determine whether a company is engaged “as a busi- 
ness” in the managing or controlling banks? Is a company owning 80 percent of 
the stock of one bank and having no other investments or activities, engaged in 
the business of “holding the stock of” a bank? In the list of 34 holding com- 
panies which were submitted by the Board of Governors during the hearing last 
June and which appear on pages 44 through 47 of part I of the printed record of 
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these hearings, not 1 company is listed where control of only 1 bank existed. 
The Federal Reserve Board under existing law has issued declarations of exemp- 
tion to 77 companies as not to be engaged, “directly or indirectly, as a business 
in holding the stock of, or managing or controlling, 1 or more banks.” Out of 
these companies 69, they say, control only 1 bank. The need for this discre- 
tionary authority to exempt companies seem to stem from the fact that the 
definition in existing laws and in the committee print is a dragnet, which includes 
many companies that are not now evading or circumventing the Nation's banking 
laws as to branches of banks. 

The Board's comment on the committee print says “such exemptions to be made 
in accordance with specific standards required by law and subject to revocations 
(sec. 2).” Let us refer to the committee print and see what it says on this point : 
“In making any such determination the administering agency shall consider, 
among other factors, the nature of the business of such company, the number 
of banks in which it owns or controls stock and the amount of such stock owned 
or controlled by it, and the area of operations of such banks.” Are these specific 
standards, applicable to all alike? Or is this a grant of broad discretionary 
authority? 

In contrast, the exemptions provided for in 8S, 1118 are definitely set forth and 
in the case of nonprofit organizations, apply only to the ownership of the stock 
in a bank as of the effective date of the act. Any subsequent acquisitions would 
bring such exempted organizations within the act, 


REGISTRATION, REPORTS, AND EXAMINATIONS (8. 1118, SEC. 4) (ITEM NO. 20 OF 
COMPARISON) 


The provisions of section 5 (a) and (b) of the committee print are substantially 
in agreement with section 4 of S. 1118. We can see no objection to including in 
section 4 of S. 1118 a provision to the effect that a reasonable extension in time 
for registration might be granted, and also stipulate that any examinations of a 
holding company made by the administering agency shall be at the expense of 
the company examined. 

As to required reports to Congress, as provided in the committee print, this 
provision was included in earlier bills drafted by the Board of Governors. Of 
course the Board as administrating agency has the right to suggest changes in 
the law at any time and it therefore seems superfluous. However, if there is a 
question about the administering agency being willing to speak up and to report 
any substantial difficulties encountered, then this mandatory requirement might 
be desirable. 


ACQUISITIONS OF BANK STOCK AND ASSETS (SEC. 5 OF 8. 1118) (ITEMS 4, 5, 6, AND 7 OF 
COMPARISON ) 


The question as to what limitations, if any, should be placed on the expansion 
of a holding company is the heart of the problem. We therefore would like to 
pass over discussion of the comparison of the three bills as to this point for the 
time being but will discuss this later. 


DIVESTMENT OF NONBANKING INTERESTS (SEC. 6 OF 8. 1118) (ITEM NO, 11 OF 
COMPARISON ) 


The three bills before us aim at accomplishing a similar purpose—that is con- 
fining the bank holding companies to the banking business. However, in the 
course of previous hearings a number of existing situations have been brought 
to light and a number of exceptions seem fair and proper as set forth in 8. 1118. 
An additional provision appeared in a number of earlier bills drafted by the 
Federal Reserve Board, and which one of the holding companies testifying here 
suggested be included, meets with our approval. We therefore are agreeable to 
inserting a new subsection of S, 1118 which would become section 6 (b) (5) to 
read as follows: 

“Sec. 6 (b) (5) to shares or other securities or obligations of any company 
which do not include more than 5 percent of the outstanding voting shares of 
such company and do not have a value greater than 5 percent of the capital and 
surplus of such holding company.” 

We believe there are no differences in the approach to this problem of divest- 
ment of control over nonbanking businesses that cannot readily be resolved by 


your committee’s legal staff. 
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DIVORCEMENT OF SHARES OF BANK HOLDING COMPANIES FROM NONBANKING 
ORGANIZATIONS (ITEM NO. 12 OF COMPARISON) 


A provision in the committee print which is not included in 8. 76 or S. 1118 
covered in item No. 12 of the comparison chart seems to have merit, as it would 
close a loophole to possible circumvention of the act. Such a provision could be 
inserted in S. 1118 in section 6 (a) at the end of the first sentence by changing the 
period to a semicolon and adding the words: 

“Nor shall any certificate evidencing shares of any bank holding company 
bear any statement purporting to represent shares of any other company except 
a bank or a bank holding company, nor shall the ownership, sale, or transfer of 
Shares of any bank holding company be conditioned in any manner whatsoever 
upon the ownership, sale, or transfer of shares of any other company except a 
bank or a bank holding company.” 


BORROWINGS BY HOLDING COMPANIES AND SUBSIDIARIES (SEC. 7) (ITEM NO. 15) 


The matter of self-dealing between a holding company and its subsidiary banks 
has come under serious criticism in hearings held in the past. The prohibitions 
covering borrowings in 8. 1118 seem proper and impose no hardship on either 
the bank or the holding company by reason of. such restrictions. 

A year ago the Chicago-Indiana acquisition of banks for the purpose of load- 
ing these institutions with paper was very much in our minds. 


RESERVATION OF RIGHTS TO STATES (SEC. 8 OF 8S. 1118) (ITEM NO. 9 OF COMPARISON) 


The committee print, S. 76 and S. 1118 all seek to reserve the rights of the 
States, but S. 76 and 8.1118 do this in a clear-cut direct statement to this effect, 
the statement in S. 1118 being broader in that it refers to rights a State now has, 
or hereafter may have with respect to banks, bank holding companies and sub- 
sidiaries thereof. This same principle of maintaining the authority of the 
States as to banking is followed in other sections of 8.1118, particularly section 
5, covering the acquisition of bank stock or virtually all of the assets of a bank. 


HEARINGS AND REVIEW (SEC. 9 OF 8S. 1118) ; PENALTIES (SEC. 10 OF 8, 1118); 
TECHNICAL AMENDMENTS (SEC, 11 OF 8. 1118) 


These sections are listed on the comparative charts as numbers 16, 17, 18 and 
19. These are technical legal and tax questions, which can best be resolved by the 
committee’s staff, we believe. 


ACQUISITION OF BANK SHARES.OR BANK ASSETS (SEC. 5 OF 8. 1118) (ITEMS NO. 4, 5, 6 
AND 7 OF COMPARISON) 


We have earlier stated the heart of the holding company problem is how and 
to what extent their activities and expansion shall be regulated. Some of the 
holding companies have declared they want no further regulation. Then there 
are those who see the need for regulation of these companies, but wish to allow 
the Board, or the administering agency, broad discretionary authority over ex- 
pansion. Such is the position taken in the committee print. 

First of all we note in the committee print a provision, in section 3 (a) which 
would require prior approval by the administering agency of any merger or 
consolidation of any holding company. This is not in any other of the bills now 
under consideration nor has it been included in earlier bills. We feel such a 
provision is superfluous, as far as S. 1118 is concerned, for that bill states that 
prior approval by the Board is necessary before any act is taken whereby a com- 
pany becomes a bank holding company, and also requires approval before any 
voting shares in a bank can be acquired “directly or indirectly.” This would 
effectively control acquisition by the merger or consolidation route, either merger 
of the holding company itself or the merger of a subsidiary thereof. 


VIEWS OF STATE AND FEDERAL AUTHORITY (SEC. 5 (B) AND (GC) OF 8S. 1118) 
(ITEM NO, 8 OF COMPARISON) 


The committee print provides that “before approving any acquisitions or 
merger or consolidation * * * the administering agency shall consider any 
views or recommendations that may be submitted by the Federal bank super- 
visory authorities and the appropriate State bank supervisory authorities.” 
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S, 1118 places administrative authority in the hands of the Board of Governors 
of the Federal Reserve System. It does give the Comptroller of the Currency as 
national banks, and the State supervisor as to a State bank, the stock of which 
is being acquired by the holding company, the right to approve or reject such 
an application. The Board is required to recognize and accept the refusal to 
approve an application by the Comptroller of the Currency or the State super- 
visor consulted. But, in cases where the Comptroller of the Currency or the 
State supervisors May approved an acquisition the Board still has the veto power 
over such approvals. This provision recognizes that the chartering agency, the 
Comptroller of the Currency in the case of a national bank and the State 
supervisor in the case of a State bank, before granting a charter is satisfied as 
io the needs of the community to be served and these agencies are charged with 
seeing to it that the management of the banks under their supervision are 
sound and operate in accordance with the laws and sound practice. In the 
exercise of these rights, the statutes of the States contain provisions clearly 
calculated to control the size of banking operations by confining their geographical 
extent, 

It has been a generally accepted principle that such control could best be 
exercised by the individual State, depending on the banking needs of such State. 
This principle was given recognition by the United States Congress in the Bank 
Act of 1927, which authorized the Comptroller of the Currency to approve new 
branches for a national bank only within State boundaries and subject to the 
restrictions as to location imposed by the laws of the State on State banks. 
Therefore, transfer of control of banks under their jurisdiction should be ap- 
proved by the agencies that created them in the first place. However, in view 
of the overall picture as to both State and National banks the Board should have 
the right, in the public interest, to veto approval of either the National bank or 
State bank authorities. This may more clearly be understood by considering 
a situation where a holding company seeks to acquire, let us say, a State bank 
in a particular city and the State supervisory authority rejects such an applica- 
tion. The holding company may then seek to acquire the hank across the street 
which, let us assume, is a national bank, and approval is granted by the Comp- 
troller of the Currency. The Board then, in such a situation, would have the 
power either to approve or to reject the acquisition in the light of the overall 
situation. 

We believe this provides a double check which will protect the interests of the 
public and the rights of the States. 

Section 3 (c) states “In approving any acquisition or merger or consolidation 
under this section, the administering agency shall be authorized to describe 
such conditions as it may deem necessary in the light of its consideration of the 
factors set forth in subsection (b) of this section in order to assure the sound 
financial condition and satisfactory management of the bank holding company 
and of the banks controlled by it. Such conditions may include, but without 
limitation, conditions relating to the maintenance of adequate capital and re- 
serves of ready marketable assets by such company.” 

We have emphasized the phraseology in this subsection which gives authority 
to the administering agency to impose conditions without let or hindrance. In 
our approach to the holding-company problem we have followed the theory that 
the soundness of the banks and the management thereof was a matter of concern 
to the Federal and State supervisory agencies. But, the power given the admin- 
istering agency in this subsection of the committee print to impose unknown 
conditions on holding companies “in order to assure a sound financial condition 
and satisfactory management of * * * the banks controlled by it,” is an exten 
sion of power into a new area, to which we are opposed. 

Not only have the two independent bankers associations opposed the granting 
of broad discretionary authority to any Federal agency, but the American 
Bankers Association in testifying here likewise registered its opposition to such 
authority. The Association of Reserve City Bankers in its statement filed 
during the 1950 hearings indicated that one of its 13 findings was: 

“2. Any such legislation, generally speaking, should contain a minimum of 
discretionary authority in the enforcing agency.” 

Such virtually limitless powers to permit expansion at the discretion of the 
administering agency as provided in the committee print, might be less objec- 
tionable if a bank holding company was not in the banking business—but was 
merely an investing company—and diversity of investment, without control, was 
the factor. This is the position taken by the spokesman for a number of the hold- 
ing companies, when he stated that the relationship between the holding company 
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and the subsidiary bank is “basically the normal stockholder relationship under 
which the powers of the stockholder are exercised in stockholder meetings.” very brie 
Their own detailed descriptions of their operations show how completely the 3 for and ¢ 
holding company dominates and guides the policies and the operations of the : reading i 
subsidiary baiaks—how great is the interchange of business and services between x 
the various units, how examinations are made; how assets or procedural situa 
tions are corrected ; how the holding company stands by ready to provide addi- 
tional capital as needed; how operational techniques, and better management 
are provided—so that the soundness and earnings of these banks might be 
improved. Are all these part of a “normal stockholder relationship”? No, very 
Cefinitely, bank holding companies, as the Wisconsin statutes state, are engaged “P HOE 
in the banking business. 3 or shit 
If the bank holding companies are in the banking business, then holding com- = 


as of Mar 


“GIANT V 


panies should not be permitted to do things that banks are forbidden to do. As ; ’ aera 
the Association of Reserve City Bankers, in a statement filed with this com _ me kin 
mittee during the 1950 hearings declared: “* * * bank holding companies grew a Se 
up entirely without benefit of either National or State legislation, and relying ‘ust ane 
on the general corporation laws of the States moved into banking operations i ye b 
denied to both National and State banks.” Banks are forbidden by law to ; 4 _ turer 
establish branches across State lines and in some States branches of banks are q pre to 
restricted to location or prohibited altogether. Banks are not allowed to control . 4 Bank ea 
and operate nonbanking businesses. mae busi 
A spokesman for the holding companies, declared before this committee, that ¢ ae 


“there has been a lot of ‘loose talk’ about holding companies being a branch bank- 4 
ing system.” That loose talk, gentlemen, comes from numerous economists who ' 
have studied our banking system and who have described holding company opera- 


tions as evasion of our banking laws and in effect bootleg or back door branch Bo: 
banking. This loose talk comes from two of the former chairmen of the Board ; aa ah 
of Governors of the Federal Reserve System, in testifying before your committee. a . m oe 
This loosé talk goes back at least as far as the annual report covering the year ; a cio 
1942 issued by the Board of Governors of the Federal Reserve System, and again i sa 1 
we would like to quote from this report: Nati 
. " . ane . 5 Nationé 
“The Federal supervisory authorities now have authority to control the direct Rimson 
establishment of branches of banks under their respective jurisdictions. * * * z and on 
Through the corporate device of the holding company, however, these controls a ; “The 
are defeated and the holding company can do what the bank cannot do directly. % out like 
Thus the same management which is restricted in its operation under a bank In 1948 
charter can, through the holding company device, acquire unit banks, operate zoomed 


them in the same manner branches would be operated, and thus defeat the ex- 
pressed will of Congress regarding the establishment of branches.” 

The concept of the problem as set forth in the committee print, permitting broad 
discretionary authority for the expansion of bank-holding campanies, both inter- “Tt 
state and within the State, regardless of the laws of such a State as to branches, 


dappel! 
as R. M. Evans, Governor of the Federal Reserve System in his dissenting state- oa 
ment filed with this committee says, is because— f percen 

“* * * the Board does not recognize a fundamental fact ; namely, that, through “Bu 
the corporate device, holding companies had been and still could be used to evade ; his fat 
State branch banking laws and thus defeat the declared policies of the States Broph 
and National Government regarding branch banking. Despite all that has been chanet 
said about the distinction between bank-holding company groups and branch Valley 
banking systems, the fact remains that both accomplish the same thing—the “Th 
operation of a number of banking units under one control and management.” claim 

Mr. Ben DuBois already has mentioned that the attorney general of the State bank 
of Texas has declared the control of banks through the holding campany device is cool t 
a violation of that State’s laws prohibiting branches of banks. The attorney Doug! 
general for the State of Illinois likewise has ruled such control would be con- 
trary to that State’s laws prohibiting branches. 

S. 1118 has recognized that holding companies can and do circumvent laws of ‘ “TY 
the States and the expressed will of Congress as to branches of banks. Two 3, office! 
former Chairmen of the Board of Governors of the Federal Reserve System have A Doug 
testified before this committee that holding companies do evade such laws, and empl 
in a letter to the then chairman of the House Banking and Currency Committee, p ther, 
the present Chairman of the Board of Governors, William McChesney Martin, made 
also said that a holding company can evade the laws as to branches of banks and F — 
evade the laws as to engaging in nonbanking businesses. Bank 

As a matter of fact, the president of the newest of such corporations, the State 


Arizona Bancorporation in a statement appearing in the Wall Street Journal 
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Inde: is of March 9, 1953, very definitely pointed this out. This news item summarizes 
nes : very briefly in a most effective way all of the arguments presented here both 
y the | for and against the bank-holding company operation and warrants not only a 
f the reading in full, but a careful study of its implications. 
ween 
situa [The Wall Street Journal, March 9, 1953] 
addi 
ment GIANT VALLEY BANK Gets EVEN BIGGER BY SWALLOWING FASTEST GROWING RIVAL 
it be j 
very ' “(By a Wall Street Journal staff reporter) 


aged : . 
“PHoENIX.—Things have a way of growing out here under Arizona’s warm and 


com ever-shining sun. 
As | ‘A seguaro cactus will keep growing until it towers 60-feet into the air; 
ind a commercial bank will branch out until it does nearly three-fifths of the 


CO 

se banking business in the State. 

ving | “During the depths of the depression, Arizona’s big Valley National Bank was 
ions : just another frog in the State’s tiny banking pool. It had only 14.9 percent 
y to the bank deposits in the State. Twenty years later, the Valley Bank had 





are captured 49.5 percent with total deposits of $328 million, had jumped from 
; Sith to 70th biggest bank in the United States. And in late 1952, the Valley 





_— Bank gained control of the Bank of Douglas, pushing its share of Arizona’s bank- 
that ing business to an even bigger 60 percent. 
ink- “ 
who WASHINGTON GETS INTERESTED 
pra- 
neh “The lavalike spread of the Valley Bank’s 33 branches throughout Arizona had 
ard not gone unnoticed by the Federal Government's Comptroller of the Currency— 
tee. who has final say on how fast a national bank can expand. ‘The Comptroller has 
ear been refusing us new branches under the excuse that we're already too big,’ says 
ain sagacious 60-year old Walter Bimson, Valley Bank’s chairman. 

“In 1946, because of this slowup in permission to open new branches, Valley 
ect National’s percentage share of Arizona’s banking business began to drop. Walter 


* * timson knew something had to be done. And he did it, thanks to a bit of luck 
ind one of the niftiest financial gimmicks of the year. 


- “The Bank of Douglas, whose pink and white main office in Phoenix sticks 
nk out like a big peppermint stick, was easily the fastest-growing bank in Arizona. 
ate In 1942 its deposits were a paltry $5.9 million, but by the end of 1952 they haa 
pX- zoomed to $52 million—an increase of 883 percent. 

ad “BANKER BROPHY'S ROLE 

- “It was the booming Bank of Douglas, under the astute leadership of ruddy, 
ee dapper Frank Brophy, that was mainly responsible for chopping Valley Bank’s 
ie percentage of Arizona’s total banking business from 54.5 percent in 1946 to 49.4 
+} percent in 1952. 

ne “But 58-year-old Frank Brophy was not happy. He wanted to quit the bank 
mead his father had left him, and spend more time on his ranch. Last year, Banker 

: Brophy decided to sell his family interest, and gave Valley National the first 
h chance to buy him out. Here was the very opportunity Walter Bimson and the 
= Valley Bank were looking for. ‘ 

. “There was just one moat the Valley Bank had to leap before it could lay 
* claim to the desirable Bank of Douglas—Federal law does not permit a national 
is bank to hold stock in other banks for purposes of control. But this did not 
y cool the ardor of the Valley Bank. It knew another way to win the Bank of 
- Douglas. 

“PLAN FOR CONTROL 

of “The trustees of the Valley Bank's profit-sharing fund—4 of the 7 are bank 
‘0 officers—could suggest the fund buy the controlling shares in the Bank of 
e Douglas. Why not? It was perfectly legal. And since the fund holds an 
d employee’s share until he reaches retirement, the fund had ample money. Fur- 
>) ther, the Bank of Douglas stock was a good investment. The deal was promptly 
1, made, the fund buying 13,923 of the 28,000 outstanding shares, 

d “The employees’ profit-sharing fund’s purchase of a controlling interest in the 


Bank of Douglas gave Valley National a bank with a great reputation and a 
B State charter. Because it is a State and not a national bank, the Bank of Doug- 
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las needs only the permission of friendly State authorities to open a new 
branch. 

“Now, if the Comptroller of the Currency refused to allow Valley National 
to open a new branch, it could turn around and expand through the Bank of 
Douglas. ‘If the Comptroller of the Currency doesn’t give me what I want,’ 
explains Walter Bimson, ‘I can go to the State superintendent of banks. I can 
play one against the other.’ 


“A TRANSAMERICA TWIST 


“The Valley Bank’s employees’ profit-sharing fund now has the bulk of its 
assets tied up in bank stocks—about a third in the Bank of Douglas. A plan 
was needed that would take the Bank of Douglas stock off the hands of the 
employees’ fund, and put it more firmly in the hands of Valley Bank officials. 

“Tronically enough, the Valley Bank decided to solve its problem by borrowing 
an idea from Transamerica Corp., the giant holding company that owns ma- 
jority interests in 47 banks scattered through 5 Western States, including a 
79.58-percent piece of the First National Bank of Arizona—Valley National's 
leading rival. 

“The Valley Bank formed its own holding company—the Arizona Bancorpora- 
tion. It has put the holding company in business by transferring to it the Val- 
ley Bank's 11-story home office building, in exchange for 200,000 shares of Ari- 
zona Bancorporation stock. The Bancorporation can then raise the necessary 
capital—probably by selling an additional $1 million of stock—to buy out the 
employees’ fund’s Bank of Douglas stock.” 

This loose talk about subsidiaries of bank holding companies being in effect 
branches, and the evasion of our country laws by the holding companies, seem 
to come from pretty authoritative sources. 

It has been testified to by various witnesses that legislation is needed. Enact- 
ment of legislation, although recommended by this committee in 1947, has been 
long delayed. Delay has been a “go-ahead” signal to all bank holding companies. 
Transamerica is again on the march in the State of California. Expansion on a 
nationwide basis and an effort to secure nationwide branch banking might be 
aggressively pushed in the days to come. To defer action until our American 
banking system as we know it is seriously crippled would be dangerous. 

Justice Campbell of the Supreme Court of Oregon said, “It is a well-known 
maxim of the law that one cannot do indirectly what the law prohibits being 
done directly.”* Justice Griffin of the California Supreme Court of Appeals 
also said, “It is a rule of law that a party is forbidden to do indirectly what it 
cannot do directly.”* This principle has been declared also in other jurisdic- 
tions. The Honorable Price Daniel, now a Member of the United States Senate, 
while attorney general for the State of Texas also declared, “The corporation 
eannot do indirectiy what it is prohibited by law from doing directly.”* Chief 
Justice Marshal! has declared “The spirit as well as the letter of a statute must 
re respected.” * 

If the bank holding company device can and is being used for a bank to do 
indirectly what the law forbids it to do directly, then that loophole must be 
closed if we are not to override the basic conception of our laws. S. 1118 will 
close this loophole. 

The question before this committee is far bigger than merely determining 
the extent of bank holding company regulations. The problem is to what extent 
shall the concentration of control over a large number of banks, with its con- 
comitant economic power, be permitted through the holding-company device. 
Shall expansion be permitted uncurbed until we have a half a dozen large 
companies each controlling a chain of banks coast to coast and border to border? 
This will lead inevitably to changes in all branch-banking laws, for as this 
control develops there will be the urge to convert these subsidiary banks into 
full-fledged branches, a superior system as the branch-bank advocates say. 
Do we want to take the road of nonaction that will lead to possible nationaliza- 
tion of banking? Or do we want to restrain this new banking system—part 
State, part National—able to do what no bank can do—so that it will operate 
only as banks are permitted to operate? 





1 Friedenthal v. Thompson (146 Oreg. 640, 31 P. 2d, 643, 645). 

2 Shenson v. Fresno Meat Packing Co. (96 C. A. 2d, 725, 216 P, 2d 156, 160). 
® Opinion rendered Texas Banking Department. 

4 Durousseau Vv. United States (307, 314, 6 Cranch 307, 3 L. Ed. 282). 
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This is no new matter for this committee. As far back as 1938, 5 years after 
the present inadequate holding-company laws were adopted, President Roosevelt 
asked Congress to restrict the powers of bank holding companies in a special 
message from which we quote: 

“Congress enact at this session legislation that will effectively control the 
operation of bank holding companies; prevent holding companies from acquiring 
eontrol of any more banks, directly or indirectly; prevent banks controlled 
by holding companies from establishing any more branches; and make it illegal 
for a holding company, or any corporation or enterprise in which it is financially 
nterested, to borrow from or sell securities to a bank in which it holds stock.” 

In his annual report for 1940 the Comptroller of the Currency recommended 
that “* * * consideration be given to the enactment of legislation which will 
prohibit the operation of banks by holding companies.” The Federal Reserve 
Board in its 1943 annual report, from which we already have quoted, also 
recommended that “immediate legislation be enacted preventing further expan- 
sion of existing bank holding companies or the creation of new bank holding 
companies.” The Federal Deposit Insurance Corporation a year later also 
declared : 

“The Corporation recommends that Congress enact legislation which will 
prohibit the future creation of holding companies and which will require the 
liquidation of existing holding companies after allowing a reasonable time for 
orderly distribution to their own stockholders of the bank stock which they now 
hold.” 

The American Bankers Association as far back as 1937 declared, “We are 
definitely opposed to any proposal or device looking to the establishment of 
branch-banking facilities across State lines, directly or indirectly,” and in 
1948 and subsequent years has urged enactment of bank holding company legis- 
lation. Thirty State bankers associations and the two independent bankers 
associations also have passed resolutions calling on Congress to enact legislation 
which will end evasion of banking laws through the bank holding company 
device. 

A number of bills have been before Congress, and hearings on several of 
these bills have been held. Probably no proposed banking legislation has received 
the careful study and discussion that has been accorded bank holding company 
legislation. In view of all thes facts and the time that has elapsed, we urge 
that this committee complete its study of this problem and recommend legislation 
that will achieve proper regulation of bank holding companies. 

We are confident that this committee’s conclusions will be in the public 
interest, and we appreciate your time and efforts to solve this problem. 


The Cuarrman. Our next witness will Mr. Mr. Thomson. 

Do you have a prepared statement, Mr. Thomson, 

Mr. Tuomson. No, Senator. I am just going to talk from some 
notes. 

The CuarrMan. Proceed in your own way. 


STATEMENT OF J. CAMERON THOMSON, PRESIDENT, NORTHWEST 
BANCORPORATION 


Mr. Tuomson. I am J. Cameron Thomson, president of the North- 
west Bancorporation, in Minneapolis. I am speaking for myself and 
I am also speaking to the extent I have been able to contact other 
holding companies for them, because they felt we ought to make some 
comments at the end of these hearings, and I hope my comments will 
be helpful. 

In the first place, we are all indebted to you, Mr. Chairman. You 
have been a most patient member of your committee in giving every- 
body a chance to be heard. This makes the most complete record on 
bank-holding-company legislation that has been prepared since the 
initial hearings prior to the Banking Act of 1933. 
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It is quite evident that proponents and opponents of this legisla- 
tion are all for the dual banking system, the American way of life, 
and for protecting small business. 

There is one thing that seems to me has been demonstrated in this 
hearing, and rather completely. That is the fundamental fallacy that 
bank holding companies and branch banking are the same, and that 
has a relationship to the approach in this bill (S. 1118). 

I just want to quote two lines, very short. A spokesman for the 
Comptroller’s Office said : 

Branch banking and bank holding company operations are not the same and 
such a declaration of policy could only lead to confusion. 


The representative of the Federal Reserve Board said: 


We say the States should be free to deal with the holding company problems 
but should do so specifically and not by the Congress saying that when a State 
was using the term “branch banking,” that means also “holding company 
banking.” 

The American Bankers Association went out of its way at great 
length to prove that bank holding company and branch benkitie oper- 
ations are not the same. The Reserve City Assoviation did also. I 
feel that this point has been very fully substantiated at these hearings 
and, if so, the hearings have been worth while. 

It has a bearing on the question of “branch banking across State 
lines,” because about 40 percent, at least that much—depending upon 
the definition you use—of the bank holding companies do operate with 
affiliates in more than one State. So that question is fundamental 
to this legislation, and I hope that the hearings, through the state- 
ments that I have referred to, have proved that bank holding and 
branch banking are not the same. 

An interesting thing to me, is that there has been no testimony from 
any State superintendent of banks in these hearings to the effect that 
any holding company which owned control of State banks under their 
jurisdiction had been a harmful influence, or that the relationship had 
not been entirely satisfactory. 

The American Bankers Assocation, the Reserve City Bankers As- 
sociation, the Federal authorities, have all said that bank-holding 
companies, in varying degrees, had served a useful purpose. There 
has ome no evidence in these hearings to the effect that any customer 
of an affiliate of a bank-holding company has been harmed, no evi- 
dence of monopoly dealings, no evidence of not being able to secure 
credit, no evidence of a real public interest, arising from a lack of 
service that people were getting from banks affiliated with holding 
companies. 

Furthermore, I think the record will show that the holding com- 
panies and their affiliates are leaders in progressive extension of bank- 
ing policies that are in the public interest. 

There is a question of fact that runs all through these hearings as 
to how bank-holding companies operate, and here I would just like 
to say that it seems to me that the people whose judgment ought to be 
taken in this matter are not the proponents or opponents, but these 
Federal supervisory authorities. There is nothing in the record that 
indicates that they have felt the abuses that are charged, or the possi- 
bilities of abuse (outside of this matter of control of expansion, and 
elimination of nonbanking affiliates), are such that they would want 
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legislation. As a matter of fact, Governor Robertson of the Federal 

Reserve Board stated that there wasn’t any great urgency about 

this legislation. He said it ought not to be put off forever, but he 

mentioned the fact that we had been dealing with this matter for 
years and there was still no great urgency. 

Now. there is another factor in this situation, and that is the 
question of the Federal agency to be responsible for administration 

id whether the Federal agency be given discretionary authority. | 
issume from the hearing that there is pretty general agreement now 
that a Federal agency should have c ‘tharge of bank-holding legislation, 
supervision, and so forth. There is this question of hov much dis- 
retionary authority you give, how you spell out this legislation, and 
the question of review provisions which would protect the holding 

ym panies. 

The holding companies, in their testimony, have passed over the 
question of definition. We have said that we are holding companies, 
we recognize it, but I would just like to throw this out, that if you are 
talking “about ownership of banks, the legislation does not deal with 
individual ownership of banks—chains. It does not deal with asso- 
ciations of individuals, of which there are some. It deals only with 
corporate ownership of banks. Your committee may want to give 
consideration to that. 

Now, on the matter of expansion, the holding companies are—and 

believe the hearings developed this—a new but essential part of 
American banking, most of them grew up at a time when they were 
needed, following the thirties, with the bad conditions throughout 
the country. The case is clearly proven that they are not the same as 
branch banking, and are entitled to have the question of controlled 
expansion approached from the standpoint of the need for banking 
services of the kind their affiliates can render, on the basis of man- 
wement, capital, and the relationship of the holding company to the 
bank whose stock they own. On that basis the holding companies 
have not objected to reasonable control of expansion. 

And there I want to point out that there is no holding company 
legislation that gives any bank or affiliate of a holding company a 

ight to do anything that any similar type of bank cannot do. You 
lon’t add anything to the charter powers of a State bank in North 
Dakota because the Northwest Bancorporation own its stock. It 
doesn’t change them a particle. Supervision of banks in this country 
‘omes under the appropriate supervisory authority who has complete 
right to judge the bank, its assets, its management, and its policies, and 
that would include the relationships with the holding company or any 
other ownership. 

That applies in the case that has been referred to many times here, 
as an example of bad bank holding company practices—the Chicago 
case. Mr. Cook specifically testifying for the FDIC said the question 
of self-dealing was a broader question than that of bank holding com- 
panies, and we would be perfectly willing to have that question dis- 
cussed in the public interest, and dealt with as to all types of banking 
and the elimination, as far as possible, by legislation of self-dealing. 

Another question that has been discussed a good deal here is this 
matter of nonbanking assets. I think I can speak a little more freely 
on that, because the Northwest Bancorporation, as a matter of policy, 
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has not been—we have some minor matters—but we are not in the 
business of owning a lot of nonbanking activities. Now, it apparently 
is generally recognized that there are some historical matters of owner. 
ship, of nonrelated assets, that have been agreed ought to be made an 
exception, where a bank legally possessed under then existing law 
certain types of assets not prejudic ‘ial to the operation of that bank o1 
its holding company relationship. Everyone is agreed that some ex 
ceptions ought to be made. 

There is another question that has not been gone into and it is a 
question the committee might want to consider and that is activities 
which may be covered in the phrase “closely related to the banking 
business.” Your committee will undoubtedly want to look at that 
and see what is involved and see whether that ought to be left to dis 
cretion or spelled out in legislation. 

Then you get this further question of the active interest in non 
banking assets, either as a matter of diversification or purely from the 
standpoint of profit to the stockholders of the company. My point 
has been—and I say this advisedly and not critically—that there has 
not yet been a full investigation, and I hope your committee will carry 
that investigation on further. I don’t think any of us want to be 
tied to a banking system that is entirely static. While the Northwest 
Bancorporation “does not intend today to go into nonbanking activi- 
ties, by the same token I don’t see why somebody else should not be 
allowed to do it. 

I think that whole question should be gone into from the stand- 
point, not of what traditionally has been the concept of banking, but 
from the standpoint of its effect on banking, and in a way that pre- 
sumably you have not had a chance to deal with prior to these hearings. 

Now, I hope that these hearings have contributed toward a better 
underst: inding of the way the holding companies operate. I believe, 
Senator, this is the first time the holding companies have been general- 
ly represented in the hearings. We appreciate that opportunity. 
And I hope your committee has a better understanding of the way 
we operate. 

I would think at this stage—tfirst, I assume you are glad the hear- 
ings are over, but I assume somebody is going to sit down and say, 

“Regardless of what these people said about their line of banking, 
or what they said about the other fellow, what is the lowdown in all 
this material?” Now, if you do that, and you want more informa- 
tion from the holding companies, the holding companies will be glad to 
furnish it. If you want us to review it, we will be glad to do that. 

We are leaving this thing in your committee's hands with the feel- 
ing that (1) you are going to approach this question on the record, 
on the basis that the holding companies are an integral and valuable 
part of banking, that they are not branch banking, and (2) that a 
legitimate business of that kind is entitled to the protection of Con- 
gress in rendering service to the public, and expanding within rea 
sonable limits. And on that basis, the holding companies wish you 
well, and they are glad to cooperate. If you w vant us back, or if you 
want to discuss it with us, we are available. 

Thank you. 

The Cnarrman. Thank you very much, Mr. Thomson. 
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Does anyone else have anything to say? As I said this morning, 
ve will hold this record open until next Monday night, thereby giving 
inyone a chance to file any additional statements, supplemental state- 


ments or new statements, or any letters, telegrams, or anything they 


ire to; up until next Monday night. You may see the clerk and he 
will see that it goes into the record. 

We have tried to be fair and honest, and I am hopeful now that the 
ommittee as a whole will take this matter under advisement and 
study the testimony and come up with right answer. 

Thank you very, very much. 

(Whereupon, at 12:20 p. m., the committee adjourned, to reconvene 
it the call of the chairman.) 

(The following was later received for the record :) 


NEW HAMPSHIRE BANKSHARES, INC., 
Vashua, N. H., June 24, 1954. 
Hon. Homer E. CAPEHART, 
Chairman, Senate Banking Committee, Washington, D. C. 
My DEAR SENATOR CAPEHART: We are following with interest current hearings 
before the Senate Banking Committee on the Capehart and Robertson bank 
iding-company bills and regret that it has not been possible for either of us to 
personally attend the hearings. 
Through this letter we respectfully present our strong opposition to both bills 
their present form. In our opinion, the current situation does not require 
ny general legislation or Federal Government control over bank-holding com 
panies. Existing supervision of bank-holding companies by the various Federal 
Reserve banks in their districts of jurisdiction is adequate, and it is in the public 
nterest that this be continued. We believe it unnecessary for new legislation 

go beyond the proposal of the Federal Reserve Board which would require 
bank holding companies to divest ownership of nonbanking interests. 

Enactment of either the Capehart bill or the Robertson bill in present form, 
we feel, would seriously impair the effectiveness of bank-holding-company opera 
tions and be harmful to the public interest. Bank-holding-company operations 
have, of course, contributed significantly to stability and strength in our banking 
system and have generally brought substantial benefits to the public by providing 

ore skilled management, more efficient tools, and a broader range of banking 
facilities at local levels in the areas served by affiliated banks. We know that 
this is certainly true in the case of our own corporation. 

Your careful consideration of our comments and opinions will be very much 
appreciated, indeed. 

Respectfully, 
Harry A. Greco, Chairman of the Board. 
Ricuarp J. Voat, President 








APPENDIX 


(The following was ordered inserted in the record :) | 


[Pustic—No. 768—76TH ConaGress} 
[CHapTeR 686—3pD Sxssion] 
{[H. R. 10065) 
AN ACT 


To provide for the registration and regulation of investment companies and 
investment advisers, and for other purposes. 


Be it enacted by the Senate and House of Representatives of the 
United States of America in Congress assembled, 


TITLE I—INVESTMENT COMPANIES 
FINDINGS AND DECLARATION OF POLICY 


Src. 1. (a) Upon the basis of facts disclosed by the record and 
reports of the Securities and Exchange Commission made pursuant to 
section 30 of the Public Utility Holding Company Act of 1935, and 
facts otherwise disclosed and ascertained, it is hereby found that 
investment companies are affected with a national public interest in 
that, among other things— 

(1) the securities issued by such companies, which constitute 
a substantial part of all securities publicly offered, are distributed, 
purchased, paid for, exchanged, transferred, redeemed, and repur- 
chased by use of the mails and means and instrumentalities of 
interstate commerce, and in the case of the numerous companies 
which issue redeemable securities this process of distribution and 
redemption is continuous ; 

(2) the principal activities of such companies—investing, rein- 
vesting, and trading in securities—are conducted by use of the 
mails and means and instrumentalities of interstate commerce, 
including the facilities of national securities exchanges, and con- 
stitute a substantial part of all transactions effected in the secu- 
rities markets of the Nation; 

(3) such companies customarily invest and trade in securities 
issued by, and may dominate and control or otherwise affect the 
olicies and management of, companies engaged in business in 
interstate commerce ; 

(4) such companies are media for the investment in the national 
economy of a substantial part of the national savings and may 
have a vital effect upon the flow of such savings into the capital 
markets; and 

(5) the activities of such companies, extending over many 
States, their use of the instrumentalities of interstate commerce 
and the wide geographic distribution of their security holders, 
make difficult, if not impossible, effective State regulation of 
such companies in the interest of investors. 

(b) Upon the basis of facts disclosed by the record and reports 
of the Securities and Exchange Commission made pursuant to sec- 
tion 30 of the Public Utility Holding Company Act of 1935, and 
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facts otherwise disclosed and ascertained, it is hereby declared that 
the national public interest and the interest of investors are adversely 
affected— 

(1) when investors purchase, pay for, exchange, receive divi- 
dends upon, vote, refrain from voting, sell, or surrender securi- 
ties issued by investment companies without adequate, accurate, 
and explicit information, fairly presented, concerning the char- 
acter of such securities and the circumstances, policies, and 
financial responsibility of such companies and their management; 

(2) when investment companies are organized, operated, 
managed, or their portfolio securities are selected, in the interest 
of directors, officers, investment advisers, depositors, or other 
affiliated persons thereof, in the interest of underwriters, 
brokers, or dealers, in the interest of special classes of their 
security holders, or in the interest of other investment com- 
panies or persons engaged in other lines of business, rather than 
in the interest of all classes of such companies’ security holders; 

(3) when investment companies issue securities containing 
inequitable or discriminatory provisions, or fail to protect the 
preferences and privileges of the holders of their outstanding 
securities ; 

(4) when the control of investment companies is unduly con- 
centrated through pyramiding or inequitable methods of con- 
trol, or is inequitably distributed, or when investment companies 
are managed by irresponsible persons; 

(5) when investment companies, in keeping their accounts 
in maintaining reserves, and in computing their earnings and 
the asset value of their outstanding securities, employ unsound 
or misleading methods, or are not subjected to adequate 
independent scrutiny ; 

(6) when investment companies are reorganized, become inac- 
tive, or change the character of their business, or when the con- 
trol or management thereof is transferred, without the consent 
of their security holders; 

(7) when investment companies by excessive borrowing and 
the issuance of excessive amounts of senior securities increase 
unduly the speculative character of their junior securities; or 

(8) when investment companies operate without adequate 
assets or reserves. 

It is hereby declared that the policy and purposes of this title, in 
accordance with which the provisions of this title shall be inter- 
preted, are to mitigate and, so far as is feasible, to eliminate the 
conditions enumerated in this section which adversely affect the 
national public interest and the interest of investors, 


GENERAL DEFINITIONS 


Sec. 2. (a) When used in this title, unless the context otherwise 
requires— 

(1) “Advisory board” means a board, whether elected or 
appointed, which is distinct from the board of directors or board of 
trustees, of an investment company, and which is composed solely 
of persons who do not serve such company in any other capacity, 
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whether or not the functions of such board are such as to render its 
members “directors” within the definition of that term, which board 
has advisory functions as to investments but has no power to deter- 
mine that any security or other investment shall be purchased or 
sold by such company. 

(2) “Afihated company” means a company which is an affiliated 
person. 

(3) “Affihated person” of another person means (A) any person 
directly or indirectly owning, controlling, or holding with power to 
vote, 5 per centum or more of the outstanding voting securities of 
such other person; (B) any person 5 per centum or more of whose 
outstanding voting securities are directly or indirectly owned, con- 
trolled, or held with power to vote, by such other person; (C) any 
person directly or indirectly controlling, controlled by, or under com- 
mon control with, such other person; (D) any officer, director, 
partner, copartner, or employee of such other person; (E) if such 
other person is an investment company, any investment adviser 
thereof or any member of an advisory board thereof; and (F) if 
such other person is an unincorporated investment company not 
having a board of directors, the depositor thereof. 

(4) “Assignment” includes any direct or indirect transfer or 
hypothecation of a contract or chose in action by the assignor, or of 
a controlling block of the assignor’s outstanding voting securities by 
a security holder of the assignor; but does not include an assignment 
of partnership interests inc idental to the death or withdrawal of a 
minority of the members of the partnership having only a minority 
interest in the partnership business or to the admission to the part- 
nership of one or more members who, after such admission, shall be 
only a minority of the members and shall have only a minority 
interest in the business. 

(5) “Bank” means (A) a banking institution organized under the 
laws of the United States, (B) a member bank of the Federal 
Reserve System, (C) any other banking institution or trust com- 
pany, whether incorporated or not, doing business under the laws of 
any State or of the United States, a substantial portion of the busi- 
ness of which consists of receiving deposits or exercising fiduciary 
owers similar to those permitted to national banks under section 11 
(k) of the Federal Reserve Act, as amended, and which is super- 
vised and examined by State or Federal authority having supervi- 
sion over banks, and which is not operated for the purpose of evading 
the provisions of this title, and (D) a receiver, conservator, or other 
ae agent of any institution or firm included in clauses (A), 
(B), or (C) of this paragraph. 

(6) “Broker” means any person engaged in the business of effect- 
ing transactions in securities for the account of others, but does not 
include a bank or any person solely by reason of the fact that such 
person is an underwriter for one or more investment companies. 

(7) “C ommission ” means the Securities and Exchange Commission, 

(8) “Company” means a corporation, a partnership, an associa- 
tion, a joint-stock company, a trust, a fund, or any organized group 
of persons whether incorpor: ited or not; or any receiver, trustee in 
bankruptcy or similar official or any liquidating agent for any of 
the foregoing, in his capacity as such 
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(9) “Control” means the power to exercise a controlling influence 
over the management or policies of a company, unless such power 
is_solely the result of an official position with such company. 

Any person who owns beneficially, either directly or through one 
or more controlled companies, more than 25 per centum of the voting 
securities of a company shall be presumed to control such com- 
pany. Any person who does not so own more than 25 per centum 
of the voting securities of any company shall be presumed. not to 
control such company. A natural person shall be presumed not to 
be a controlled person within the meaning of this title. Any such 
presumption may be rebutted by evidence, but except as hereinafter 
provided, shall continue until a determination to the contrary made 
by the Commission by order either on its own motion or on applica- 
tion by an interested person. If an application filed heveendee is 
not granted or denied by the Commission within sixty days after 
filing thereof, the determination sought by the application shall be 
deemed to have been temporarily granted pending final determina- 
tion of the Commission thereon. The Commission, upon its own 
motion or upon application, may by order revoke or modify any 
order issued under this paragraph whenever it shall find that the 
determination embraced in such original order is no longer consistent 
with the facts. 

(10) “Convicted” includes a verdict, judgment, or plea of guilty, 
or a finding of guilt on a plea of nolo contendere, if such verdict, 
judgment, plea, or finding has not been reversed, set aside, or with- 
drawn, whether or not sentence has been imposed. 

(11) “Dealer” means any person regularly engaged in the business 
of buying and selling securities for his own account, through a 
broker or otherwise, but does not include a bank, insurance com- 
pany, or investment company, or any person insofar as he is engaged 
in investing, reinvesting, or trading in securities, or in owning or 
holding securities, for his own account, either individually or in 
some fiduciary capacity, but not as a part of a regular business. 

(12) “Director” means any director of a corporation or any person 
performing similar functions with respect to any organization, 
whether incorporated or unincorporated, including any natural per- 
son who is a member of a board of trustees of a management com- 
pany created as a common-law trust. 

(13) “Employees’ securities company” means any investment com- 
pany or similar issuer all of the outstanding securities of which 
(other than short-term paper) are beneficially owned (A) by the 
employees or persons on retainer of a single employer or of two or 
more employers each of which is an affiliated company of the other, 
(B) by former employees of such employer or employers, (C) by 
members of the immediate family of such employees, persons on 
retainer, or former employees, (D) by any two or more of the fore- 
going classes of persons, or (E) by such employer or employers 
together with any one or more of the foregoing classes of persons. 

(14) “Exchange” means any organization, association, or group of 
persons, whether incorporated or unincorporated, which constitutes, 
maintains, or provides a market place or facilities for bringing 
together purchasers and sellers of securities or for otherwise per- 
forming with respect to securities the functions commonly performed 
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by a stock exchange as that term is generally understood, and includes 
the market place and the market facilities maintained by such 
exchange. 

(15) “Face-amount certificate” means any certificate, investment 
contract, or other security which represents an obligation on the part 
of its issuer to pay a stated or determinable sum or sums at a fixed 
or determinable date or dates more than twenty-four months after 
the date of issuance, in consideration of the payment of periodic 
installments of a stated or determinable amount (which security shall 
be known as a face-amount certificate of the “installment type”) ; 
or any security which represents a similar obligation on the part of 
a face-amount certificate company, the consideration for which is the 
payment of a single lump sum (which security shall be known as a 
“fully paid” face-amount certificate). 

(16) “Government security” means any security issued or guar- 
anteed as to principal or interest by the United States, or by a 
person controlled or supervised by and acting as an instrumentality 
of the Government of the United States pursuant to authority 
granted by the Congress of the United States; or any certificate of 
deposit for any of the foregoing. 

(17) “Insurance company” means a company which is organized 
as an insurance company, whose primary and predominant business 
activity is the writing of insurance or the reinsuring of risks under- 
written by insurance companies, and which is subject to supervision 
by the insurance commissioner or a similar official or agency of a 
State; or any receiver or similar official or any liquidating agent for 
such a company, in his capacity as such. 

(18) “Interstate commerce” means trade, commerce, transporta- 
tion, or communication among the several States, or between any 
foreign country and any State, or between any State and any place 
or ship outside thereof. 

(19) “Investment adviser” of an investment company means (A) 
any person (other than a bona fide officer, director, trustee, member of 
an advisory board, or employee of such company, as such) who pur- 
suant to contract with such company regularly furnishes advice to 
such company with respect to the desirability of investing in, purchas- 
ing or selling securities or other property, or is empowered to deter- 
mine what securities or other property shall be purchased or sold by 
such company, and (B) any other person who pursuant to contract 
with a person described in clause (A.) regularly performs substantially 
all of the duties undertaken by such person described in clause (A) ; 
but does not include (i) a person whose advice is furnished solely 
through uniform publications distributed to subscribers thereto, (ii) 
a person who furnishes only statistical and other factual information, 
advice regarding economic factors and trends, or advice as to occa- 
sional transactions in specific securities, but without generally fur- 
nishing advice or making recommendations regarding the purchase or 
sale of securities, (iii) a company furnishing such services at cost to 
one or more investment companies, insurance companies, or other 
financial institutions, (iv) any person the character and amount of 
whose compensation for such services must be approved by a court, 
or (v) such other persons as the Commission may by rules and regula- 
tions or order determine not to be within the intent of this definition. 
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(20) “Investment banker” means any person engaged in the busi- 
ness of underwriting securities issued by other persons, but does not 
include an investment company, any person who acts as an underwriter 
in isolated transactions but not as a part of a regular business, or any 
person solely by reason of the fact that such person is an underwriter 
for one or more investment companies. 

(21) “Issuer” means every person who issues or proposes to issue 
any security, or has outstanding any security which it has issued. 

(22) “Lend” includes a purchase coupled with an agreement by the 
vendor to repurchase ; “borrow” includes a sale coupled with a similar 
agreement. 

(23) “Majority-owned subsidiary” of a person means a company 
50 per centum or more of the outstanding voting securities of which 
are owned by such person, or by a company which, within the meaning 
of this paragraph, 1s a majority-owned subsidiary of such person. 

(24) “Means or instrumentality of interstate commerce” includes 
any facility of a national securities exchange. 

(25) “National securities exchange” means an exchange registered 
under section 6 of the Securities Exchange Act of 1934. 

(26) “Periodic payment plan certificate” means (A) any certifi- 
cate, investment contract, or other security providing for a series of 

eriodic payments by the holder, and representing an undivided 
interest in certain specified securities or in a unit or fund of securities 
purchased wholly or partly with the proceeds of such payments, and 
(B) any security the issuer of which is also issuing securities of the 
character described in clause (A) and the holder of which has sub- 
stantially the same rights and privileges as those which holders of 
securities of the character described in clause (A) have upon com- 
pleting the periodic payments for which such securities provide. 

(27) “Person” means a natural person or a company. 

(28) “Principal underwriter” of or for any investment company 
other than a closed-end company, or of any security issued by such 
a company, means any underwriter who as principal purchases from 
such company, or pursuant to contract has the right (whether abso- 
lute or conditional) from time to time to purchase from such com- 
pany, any such security for distribution, or who as agent for such 
company sells or has the right to sell any such security to a dealer 
or to the public or both, but does not include a dealer who purchases 
from such company through a principal underwriter acting as agent 
for such company. “Principal underwriter” of or for a closed-end 
company or any issuer which is not an investment company, or of 
any security issued by such a company or issuer, means any under- 
writer who, in connection with a primary distribution of securities, 
(A) is in privity of contract with the issuer or an afliliated person 
of the issuer; (B) acting alone or in concert with one or more other 
persons, initiates or directs the formation of an underwriting syndi- 
cate; or (C) is allowed a rate of gross commission, spread, or other 
profit greater than the rate allowed another underwriter participat- 
ing in the distribution. 

(29) “Promoter” of a company or a proposed company means a 
person who, acting alone or in concert with other — is initiat- 
ing or directing, or has within one year initiated or directed, the 
organization of such company. 
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(30) “Prospectus”, as used in section 22, means a written prospec- 
tus intended to meet the requirements of section 5 (b) of the 
Securities Act of 1933 and currently in use. As used elsewhere, 
“prospectus” means a prospectus as defined in the Securities Act of 
1933. 

(31) “Redeemable security” means any security, other than short- 
term paper, under the terms of which the holder, upon its presenta- 
tion to the issuer or to a person designated by the issuer, is entitled 
(whether absolutely or only out of surplus) to receive approximately 
his proportionate share of the issuer’s current net assets, or the cash 
equivalent thereof. 

(32) “Reorganization” means (A) a reorganization under the 
Sannin of a court of competent jurisdiction; (B) a merger or 
consolidation; (C) a sale of 75 per centum or more in value of the 
assets of a company; (D) a restatement of the capital of a com- 
pany, or an exchange of securities issued by a company for any of its 
own outstanding securities; (E) a voluntary dissolution or liquida- 
tion of a company; (F) a recapitalization or other procedure or 
transaction which has for its purpose the alteration, modification, or 
elimination of any of the rights, preferences, or privileges of any 
class of securities issued by a company, as provided in its charter or 
other instrument creating or defining such rights, preferences, and 
privileges; (G) an exchange of securities issued by a company for 
outstanding securities issued by another company or companies, pre- 
liminary to y and for the purpose of effecting or consummating any of 
the foregoing; or (H) any exchange of securities by a company which 
is not an investment company for securities issued by a registered 
investment Comps ny. 

(33) “Sale”, “sell”, “offer to sell”, or “offer for sale” includes every 
contract of sale or disposition of, attempt or offer to dispose of, or 
solicitation of an offer to buy, a security or interest in a security, for 
value. Any security given or delivered with, or as a bonus on account 
of, any purchase of securities or any other thing, shall be conclusively 
presumed to constitute a part of the subject of such purchase and to 
have been sold for value. 

(84) “Sales load” means the difference between the price of a 
security to the public and that portion of the proceeds from its sale 
which is received and invested or held for investment by the issuer 
(or in the case of a unit investment trust, by the depositor or trustee), 
less any portion of such difference deducted for trustee’s or custo- 
dian’s fees, insurance premiums, issue taxes, or administrative 
expenses or fees which are not properly chargeable to sales or promo- 
tional activities. In the case of a periodic payment plan certificate, 
“sales load” includes the sales load on any investment company securi- 
ties in which the payments made on such certificate are invested, as 
well as the sales load on the certificate itself. 

(35) “Security” means any note, stock, treasury stock, bond, 
Py an evidence of indebtedness, certificate of interest or partici- 
pation in any profit-sharing agreement, collateral-trust certificate, 
preorganization certificate or subse -ription, transferable share, invest- 
ment contract, voting-trust certificate, certificate of deposit for a 
security, fractional undivided interest in oil, gas, or other mineral 
rights, or, in general, any interest or instrument commonly known as 
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a “security”, or any certificate of interest or participation in, tem- 
porary or interim certificate for, receipt for, guarantee of, or warrant 
or right to subscribe to or purchase, any of the foregoing. 

(36) “Short-term paper” means any note, draft, bill of exchange, 
or banker’s acceptance payable on demand or having a maturity at 
the time of issuance of not exceeding nine months, exclusive of days 
of grace, or any renewal thereof payable on demand or having 8 
maturity likewise limited; and such other classes of securities, of a 
commercial rather than an investment character, as the Commission 
may designate by rules and regulations. 

(37) “State” means any State of the United States, the District 
of Columbia, Alaska, Hawaii, Puerto Rico, the Philippine Islands, 
the Canal Zone, the Virgin Islands, or any other possession of the 
United States. 

(38) “Underwriter” means any person who has purchased from 
an issuer with a view to, or sells for an issuer in connection with, the 
distribution of any security, or participates or has a direct or indirect 
participation in any such ‘undertaking, or participates or has a par- 
ticipation in the direct or indirect underwriting of any such under- 
taking; but such term shall not include a person whose interest is 
limited to a commission from an underwriter or dealer not in excess 
of the usual and customary distributor’s or seller’s commission. Ag 
used in this paragraph the term “issuer” shall include, in addition to 
an issuer, any person directly or indirectly controlling or controlled 
by the issuer, or any person under direct or indirect common con- 
trol with the issuer. When the distribution of the securities in 
respect of which any person is an underwriter is completed such 
person shall cease to be an underwriter in respect of such securities 
or the issuer thereof. 

(39) “Value”, with respect to assets of registered investment com- 
panies, except as provided in subsection (b) of section 28 of this title, 
means— 

(A) as used in sections 3, 5, and 12 of this title, (i) with 
respect to securities owned at the end of the last preceding fiscal 
quarter for which market quotations are readily available, the 
market value at the end of such quarter; (ii) with respect to 
other securities and assets owned at the end of the last preceding 
fiscal quarter, fair value at the end of such quarter, as deter- 
mined in good faith by the board of directors; and (iii) with 
respect to securities and other assets acquired after the end of 
the last preceding fiscal quarter, the cost thereof; and 

(B) as used elsewhere in this title, (i) with respect to secu- 
rities for which market quotations are readily available, the 
market value of such securities; and (ii) with respect to other 
securities and assets, fair value as determined in good faith by 
the board of directors; 

in each case as of such time or times as determined pursuant to this 
title, and the rules and regulations issued by the Commission hereunder. 
Notwithstanding the fact that market quotations for securities issued 
by controlled companies are available, the board of directors may in 
good faith determine the value of such securities: Provided, That the 
value so determined is not in excess of the higher of market value or 
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asset value of such securities in the case of majority-owned subsid- 
iaries, and is not in excess of market value in the case of other controlled 
companies. 

For purposes of the valuation of those assets of a registered diver. 
sified company which are not subject to the limitations provided for 
in section 5 (b) (1), the Commission may, by rules and regulations or 
orders, permit any security to be carried at cost, if it shall determine 
that such procedure is consistent with the general intent and purposes 
of this title. For purposes of sections 5 and 12, in lieu of values deter- 
mined as provided in clause (A) above, the Commission shall by rules 
and regulations permit valuation of securities at cost or other basis 
in cases where it may be more convenient for such company to make 
its computations on such basis by reason of the necessity or desirability 
of complying with the provisions of any United States revenue laws or 
rules and regulations issued thereunder, or the laws or the rules and 
regulations issued thereunder of any State in which the securities of 
such company may be qualified for sale. 

The foregoing definition shall not derogate from the authority of 
the Commission with respect to the reports, information, and docu- 
ments to be filed with the Commission by any registered company, or 
with respect to the accounting policies and principles to be followed by 
any such company, as provided in sections 8, 30, and 31. 

(40) “Voting security” means any security presently entitling the 
owner or holder thereof to vote for the election of directors of a com- 
pany. A specified percentage of the outstanding voting securities of a 
company means such amount of its outstanding voting securities as 
entitles the holder or holders thereof to cast said specified percentage of 
the aggregate votes which the holders of all the outstanding voting 
securities of such company are entitled to cast. The vote of a majority 
of the outstanding voting securities of a company means the vote, at 
the annual or a special meeting of the security holders of such company 
duly called, (A) of 67 per centum or more of the voting securities 
present at such meeting, if the holders of more than 50 per centum of 
the outstanding voting securities of such company are present or rep- 
resented by proxy; or (B) of more than 50 per centum of the out- 
standing voting securities of such company, whichever is the less. 

(41) “Wholly-owned subsidiary” of a person means a company 
95 per centum or more of the outstanding voting securities of which 
are owned by such person, or by a company which, within the mean- 
ing of this paragraph, is a wholly -owned subsidiary of such person. 

(42) “Securities Act of 1933”, “Securities Exchange Act of 1934”, 
“Public Utility Holding Company Act of 1935”, and “Trust Inden- 
ture Act of 1939” mean those Acts, respectively, as heretofore or 
hereafter amended. 

(b) No provision in this title shall apply to, or be deemed to 
include, the United States, a State, or any political subdivision of a 
State, or any agency, authority, or instrumentality of any one or more 
of the foregoing, or any corporation which is wholly owned directly 
or indirectly by any one or more of the foregoing, or any officer, 
agent, or employee of any of the foregoing acting as such in the 
course of his official duty, unless such provision makes specific 
reference thereto. 
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DEFINITION OF INVESTMENT COMPANY 


Sec. 3. (a) When used in this title, “investment company” means 
any issuer which— 

(1) is or holds itself out as being engaged primarily, or pro- 
poses to engage primarily, in the business of investing, 
reinvesting, or trading in securities; 

(2) is engaged or proposes to engage in the business of issuing 
face-amount certificates of the installment type, or has been 
engaged in such business and has any such certificate outstand- 
ing; or 

(3) is engaged or proposes to engage in the business of invest- 
ing, reinvesting, owning, holding, or trading in securities, and 
owns or proposes to acquire investment securities having a value 
exceeding 40 per centum of the value of such issuer’s total assets 
(exclusive of Government securities and cash items) on an 
unconsolidated basis. 

As used in this section, “investment securities” includes all securities 
except (A) Government securities, (B) securities issued by employees’ 
securities companies, and (C) securities issued by majority-owned 
subsidiaries of the owner which are not investment companies. 

(b) Notwithstanding paragraph (3) of subsection (a), none of 
the following persons is an investment company within the meaning 
of this title: 

(1) Any issuer primarily engaged, directly or through a wholly- 
owned subsidiary or subsidiaries, in a business or businesses other 
than that of investing, reinvesting, owning, holding, or trading in 
securities. 

(2) Any issuer which the Commission, upon application by such 
issuer, finds and by order declares to be primarily engaged in a 
business or businesses other than that of investing, reinvesting, own- 
ing, holding, or trading in securities either directly or (A) through 
majority-owned subsidiaries or (B) through controlled companies 
conducting similar types of businesses. The filing of an application 
under this paragraph by an issuer other than a neleeed invest- 
ment company shall exempt the applicant for a period of sixty days 
from all provisions of this title page se to investment com- 
panies as such. For cause shown, the Commission by order may 
extend such period of exemption for an additional period or periods. 
Whenever the Commission, upon its own motion or upon application, 
finds that the circumstances which gave rise to the issuance of an 
order granting an application under this paragraph no longer exist, 
the Commission shall by order revoke jails order. 

(3) Any issuer all the outstanding securities of which (other than 
short-term paper and directors’ qualifying shares) are directly or 
indirectly owned by a company excepted from the definition of 
investment company by paragraph (1) or (2) of this subsection. 

(c) Notwithstanding subsections (a) and (b), none of the follow- 
ing persons is an investment company within the meaning of this 
title: 

(1) Any issuer whose sent securities (other than short- 
term paper) are beneficially owned by not more than one hundred 
persons and which is not making and does not presently propose to 
make a public offering of its securities. For the purposes of this 
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a agraph, beneficial ownership by a company shall be deemed to 
ve beneficial ownership by one person; except that, if such company 
owns 10 per centum or more of the outstanding voting securities of 
the issuer, the beneficial ownership shall be deemed to be that of the 
holders of such company’s outstanding securities (other than short- 
term paper). 

(2) Any person primarily engaged in the business of underwrit- 
ing and distributing securities issued by other persons, selling securi- 
ties to customers, and acting as broker, or any one or more of such 
activities, whose gross income normally is derived principally from 
such business and related activities. 

(3) Any bank or insurance company; any savings and loan asso- 
ciation, building and loan association, cooperative bank, homestead 
association, or similar institution, or any receiver, conservator, liqui- 
dator, liquidating agent, or similar official or person thereof or there- 
for; any common trust fund or similar fund maintained by a bank 
exclusively for the collective investment and reinvestment of moneys 
contributed thereto by the bank in its capacity as a trustee, executor, 
administrator, or guardian; or any common trust fund or similar 
fund, established before the effective date of the Revenue Act of 
1936 by a corporation which is supervised or examined by State or 
Federal authority having supervision over banks, if a majority of 
the units of beneficial interest in such fund, other than units owned 
by charitable or educational institutions, are held under instruments 
providing for payment of income to one or more persons and of 
principal to another or others, 

(4) Any holding company affiliate, as defined in the Banking Act 
of 1933, which is under the supervision of the Board of Governors 
of the Federal Reserve System by reason of the fact that such hold- 
ing company affiliate holds a general voting permit issued to it by 
such Board prior to January 1, 1940; and any holding company 
affiliate which is under such supervision by reason of the fact that it 
holds a general voting permit thereafter issued to it by the Board 
of Governors and which is determined by such Board to be primaril 
engaged, directly or indirectly, in the business of holding the stoc 
of, and managing or controlling, banks, banking associations, sav- 
ings banks, or trust companies. The Commission shall be given 
appropriate notice prior to any such determination and shall be 
entitled to be heard. The definition of the term “control” in section 
2 (a) shall not apply to this paragraph. 

(5) Any person substantially all of whose business is confined to 
making ot loans, industrial banking, or similar businesses. 

(6) Any person who is not engaged in the business of issuing face- 
amount certificates of the installment type or periodic payment plan 
certificates, and who is primarily engaged in one or more of the 
following businesses: (A) Purchasing or otherwise acquiring notes, 
drafts, acceptances, open accounts rec eiv able, and other obligations 
representing part or all of the sales price of merchandise, insurance, 
and services; (B) making loans to manufacturers, wholesalers, and 
retailers of, and to prospective purchasers of, specified merchandise, 
insurance, and services; and (C) purchasing or otherwise acquiring 
mortgages and other liens on and interests in real estate. 
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(7) Any company primarily engaged, directly or through major- 
ity-owned subsidiaries, in one or more of the businesses described 
in paragraphs (3), (5), and (6), or in one or more of such businesses 
(from which not less than 25 per centum of such company’s gross 
income during its last fiscal year was derived) together with an 
additional business or businesses other than investing, reinvesting, 
owning, holding, or trading in securities. 

(8) Any company 90 per centum or more of the value of whose 
investment securities are represented by securities of a single issuer 
included within a class of persons enumerated in paragraph (5), (6), 
or (7). 

(9) Any company subject to regulation under the Interstate Com- 
merce Act, or any company whose entire outstanding capital stock 
is owned or controlled by such a company: Provided, That the assets 
of the controlled company consist substantially. of securities issued by 
companies which are subject to regulation under the Interstate Com- 
merce Act. 

(10) Any company with a registration in effect as a holding 
company under the Public Utility Holding Company Act of 1935. 

(11) Any person substantially all of whose business consists of 
owning or holding oil, gas, or other mineral royalties or leases, or 
fractional interests therein, or certificates of interest or participation 
in or investment contracts relative to such royalties, leases, or frac- 
tional interests. 

(12) Any company organized and operated exclusively for reli- 
gious, educational, benevolent, fraternal, charitable, or reformatory 
purposes, no part of the net earnings of which inures to the benefit 
of any private shareholder or individual. 

(18) Any employees’ stock bonus, pension, or profit-sharing trust 
which meets the conditions of section 165 of the Internal Revenue 
Code. 

(14) Any voting trust the assets of which consist exclusively of 
securities of a single issuer which is not an investment company. 

(15) Any security holders’ protective committee or similar issuer 
having outstanding and issuing no securities other than certificates 
of deposit and short-term paper. 


CLASSIFICATION OF INVESTMENT COMPANTES 


Src. 4. For the purposes of this title, investment companies are 
divided into three principal classes, defined as follows: 

(1) “Face-amount certificate company” means an investment com- 
pany which is engaged or proposes to engage in the business of issu- 
ing face-amount certificates of the installment type, or which has 
been engaged in such business and has any such certificate out- 
standing. 

(2) “Unit investment trust” means an investment company which 
(A) is organized under a trust indenture, contract of custodianship 
or agency, or similar instrument, (B) does not have a board of direc- 
tors, and (C) issues only redeemable securities, each of which repre- 
sents an undivided interest in a unit of specified securities; but does 
not include a voting trust. 

(3) “Management company” means any investment company other 
than a face-amount certificate company or a unit investment trust. 
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SUBCLASSIFICATION OF MANAGEMENT COMPANIES 


Sro. 5. (a) For the purposes of this title, management companies 
are divided into open-end and closed-end comyanies, defined as 
follows: 

(1) “Open-end company” means a management company 
which is offering for sale or has outstanding any redeemable 
security of which it is the issuer. 

(2) “Close-end company” means any management company 
other than an aan company. 

(b) Management companies are further divided into diversified 
companies and non-diversified companies, defined as follows: 

(1) “Diversified company” means a management company 
which meets the following requirements: At least 75 per centum 
of the value of its total assets is represented by cash and cash 
items (including receivables), Government securities, securities 
of other investment companies, and other securities for the pur- 
poses of this calculation limited in respect of any one issuer to 
an amount not greater in value than 5 per centum of the value 
of the total assets of such management company and to not more 
than 10 per centum of the outstanding voting securities of such 
issuer. 

(2) “Non-diversified company” means any management com- 
pany other than a diversified company. 

(c) A registered diversified company which at the time of its 
qualification as such meets the requirements of paragraph (1) of 
subsection (b) shall not lose its status as a diversified company 
because of any subsequent discrepancy between the value of its 
various investments and the requirements of said paragraph, so long 
as any such discrepancy existing immediately after its acquisition 
of any security or other property is neither wholly nor partly the 
result of such acquisition. 


EXEMPTIONS 


Sro. 6. (a) The following investment companies are exempt from 
the provisions of this title: 

(1) Any company organized or otherwise created under the laws 
of and having its principal office and place of business in Alaska, 
Hawaii, Puerto Rico, the Philippine Islands, the Canal Zone, the 
Virgin Islands, or any other possession of the United States; but 
such exemption shall terminate if any security of which such com- 
pany is the issuer is offered for sale or sold after the effective date 
of this title, by such company or an underwriter therefor, to a resi- 
dent of any State other than the State in which such company is 
organized. 

(2) Any company for which, in a proceeding in any court of the 
United States or of a State, a receiver, trustee in bankruptcy, or 
similar officer had been appointed or elected prior to the effective date 
of this title, and every such officer so appointed or elected prior to 
the effective date of this title; but such exemption shall continue only 
so long as (A) the conduct of such company’s business remains sub- 
ject to the supervision of such court or officer thereof, and (B) such 
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company does not sell exclusively for cash any security of which it 
is the issuer, except short-term paper and ordinary receiver’s or trus- 
tee’s certificates. 

(3) Any company which since the effective date of this title or 
within five years prior to such date has been reorganized under the 
supervision of a court of competent jurisdiction, if (A) such com- 
pany was not an investment company at the commencement of such 
reorganization proceedings, (B) at the conclusion of such proceedings 
all outstanding securities of such company were owned by creditors 
of such company or by persons to whom such securities were issued 
on account of creditors’ claims, and (C) more than 50 per centum 
of the voting securities of such company, and securities representing 
more than 50 per centum of the net asset value of such company, are 
currently owned beneficially by not more than twenty-five persons; 
but such exemption shall terminate if any security of which such 
company is the issuer is offered for sale or sold to the public after 
the conclusion of such proceedings by the issuer or by or through 
any underwriter. For the urposes of this paragraph, any new com- 
pany organized as part of the reorganization shall be deemed the 
same company as its predecessor; and beneficial ownership shall be 
determined in the manner provided in section 3 (c) (1). 

(4) Any issuer as to which there is outstanding a writing filed 
with the Commission by the Federal Savings and Loan Insurance 
Corporation stating that exemption of such issuer from the provi- 
sions of this title is consistent with the public interest and the 
protection of investors and is necessary or appropriate by reason of 
the fact that such issuer holds or proposes to acquire any assets or 
any product of any assets which have been segregated (A) from 
assets of any company which at the filing of such writing is an 
insured institution within the meaning of section 401 (a) of the 
National Housing Act, as heretofore or hereafter amended, or (B) 
as a part of or in connection with any plan for or condition to the 
insurance of accounts of any company by said corporation or the 
conversion of any company into a Federal savings and loan associa- 
tion. Any such writing shall expire when canceled by a writin 
similarly filed or at the expiration of two years after the date o 
its filing, whichever first occurs; but said corporation may, never- 
theless, before, at, or after the expiration of any such writing file 
another writing or writings with respect to such issuer. 

(5) Any company which prior to March 15, 1940, was and now 
is a wholly-owned subsidiary of a registered face-amount certificate 
company and was prior to said date and now is organized and oper- 
ating under the insurance laws of any State and subject to super- 
vision and examination by the insurance commissioner thereof, and 
which prior to March 15, 1940, was and now is engaged, subject to 
such laws, in business substantially all of which consists of issuing 
and selling only to residents of such State and investing the pro- 
ceeds from, securities providing for or representing perticipations or 
interests in intangible assets consisting of mortgages or other liens 
on real estate or notes or bonds secured thereby or in a fund or 
deposit of mortgages or other liens on real estate or notes or bonds 
secured thereby or having outstanding such securities so issued and 
sold. 
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(b) Upon application by any employees’ security company, the 
Commission shall by order exempt such company from the provisions 
of this title and of the rules and regulations hereunder, if and to 
the extent that such exemption is consistent with the protection of 
investors. In determining the provisions to which such an order of 
exemption shall apply, the Commission shall give due weight, among 
other things, to the form of organization and the capital structure 
of such company, the persons by whom its voting securities, evi- 
dences of indebtedness, and other securities are owned and con- 
trolled, the prices at which secyrities issued by such company are 
sold and the sales load thereon, the disposition of the proceeds of 
such sales, the character of the securities in which such proceeds are 
invested, and any relationship between such company and the issuer 
of any such security. 

(c) The Commission, by rules and regulations upon its own 
motion, or by order upon application, may conditionally or uncondi- 
tionally exempt any person, security, or transaction, or any class 
or classes of persons, securities, or transactions, from any provision 
or provisions of this title or a any rule or regulation thereunder, 
if and to the extent that such exemption is necessary or appropriate 
in the public interest and consistent with the protection of investors 
and the purposes fairly intended by the policy and provisions of 
this title. 

(d) The Commission, by rules and regulations or order, shall 
exempt a closed-end investment company from any or all provisions 
of this title, but subject to such terms and conditions as may be 
necessary or appropriate in the public interest or for the protection 
of investors, if— 

(1) the aggregate sums received by such company from the 
sale of all its outstanding securities, plus the aggregate offering 
price of all securities of which such company is the issuer and 
which it proposes to offer for sale, do not exceed $100,000; 

(2) no security of which such company is the issuer has been 
or is proposed to be sold by such company or any underwriter 
therefor, in connection with a public offering, to any person 
who is not a resident of the State under the laws of which such 
company is organized or otherwise created; and 

(3) such exemption is not contrary to the public interest or 
inconsistent with the protection of investors. 

(e) If, in connection with any rule, regulation, or order under 
this section exempting any investment company from any provision 
of section 7, the Commission deems it necessary or appropriate in 
the public interest or for the protection of investors that certain 
specified provisions of this title pertaining to registered investment 
companies shall be applicable in respect of such company, the pro- 
visions so specified shall apply to such company, and to other persons 
in their transactions and relations with such company, as though 
such company were a registered investment company. 


TRANSACTIONS BY UNREGISTERED INVESTMENT COMPANIES 


Sec. 7. (a) No investment company organized or otherwise cre- 
ated under the laws of the United States or of a State and having a 
board of directors, unless registered under section 8, shall directly 
or indirectly— 
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(1) offer for sale, sell, or deliver after sale, by the use of the 
mails or any means or instrumentality of interstate commerce, 
any security or any interest in a security, whether the issuer of 
such security is such investment company or another person; or 
offer for sale, sell, or deliver after sale any such security or inter- 
est, having reason to believe that such security or interest will be 
made the subject of a public offering by use of the mails or any 
means or instrumentality of interstate commerce; 

(2) purchase, redeem, retire, or otherwise acquire or attempt to 
acquire, by use of the mails or any means or instrumentality of 
interstate commerce, any security or any interest in a security, 
whether the issuer of such security is such investment company 
or another person ; 

(3) control any investment company which does any of the acts 
enumerated in paragraphs (1) and (2) ; 

(4) engage in any business in interstate commerce; or 

(5) control any company which is engaged in any business in 
interstate commerce. 

The provisions of this subsection (a) shall not apply to transactions of 
an investment company which are merely incidental to its dissolution. 

(b) No depositor or trustee of or underwriter for any investment 
company, organized or otherwise created under the laws of the United 
States or of a State and not having a board of directors, unless such 
company is registered under section 8 or exempt under section 6, shall 
directly or indirectly— 

(1) offer for sale, sell, or deliver after sale, by use of the mails 
or any means or instrumentality of interstate commerce, any 
security or any interest in a security of which such company is the 
issuer ; or offer for sale, sell, or deliver after sale any such security 
or interest, having reason to believe that such security or interest 
will be made the subject of a public offering by use of the mails 
or any means or instrumentality of interstate commerce; 

(2) purchase, redeem, or otherwise acquire or attempt to acquire, 
by use of the mails or any means or instrumentality of interstate 
commerce, any security or any interest in a security of which such 
company is the issuer; or 

(3) sell or purchase for the account of such company, by use 
of the mails or any means or instrumentality of interstate com- 
merce, any security or interest in a security, by whomever issued. 

The provisions of this subsection (b) shall not apply to transactions 
which are merely incidental to the dissolution of an investment 
company. 

(c) No promoter of a proposed investment company, and no under- 
writer for such a promoter, shall make use of the mails or any means 
or instrumentality of interstate commerce, directly or indirectly, to 
offer for sale, sell, or deliver after sale, in connection with a public 
offering, any preorganization certificate or subscription for such a 
company. 

(d) No investment company, unless organized or otherwise created 
under the laws of the United States or of a State, and no depositor 
or trustee of or underwriter for such a company not so organized or 
created, shall make use of the mails or any means or instrumentality 
of interstate commerce, directly or indirectly, to offer for sale, sell, 
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or deliver after sale, in connection with a public offering, any secur- 
ity of which such company is the issuer. Notwithstanding the pro- 
visions of this subsection and of section 8 (a), the Commission is 
authorized, upon application by an investment company organized 
or otherwise created under the laws of a foreign country, to issue a 
conditional or unconditional order permitting such company to reg- 
ister under this title and to make a public offering of its securities 
by use of the mails and means or instrumentalities of interstate 
commerce, if the Commission finds that, by reason of special cir- 
cumstances or arrangements, it is both legally and practically feasible 
effectively to enforce the provisions of this title against such com- 
pany and that the issuance of such order is otherwise consistent with 
the public interest and the protection of investors. 


REGISTRATION OF INVESTMENT COMPANTES 


Sec. 8. (a) Any investment company organized or otherwise 
created under the laws of the United States or of a State may regis- 
ter for the purposes of this title by filing with the Commission a 
notification of registration, in such form as the Commission shall by 
rules and regulations prescribe as necessary or appropriate in the 
public interest or for the protection of investors. An investment 
company shall be deemed to be registered upon receipt by the Com- 
mission of such notification of registration. 

(b) Every registered investment company shall file with the Com- 
mission, within such reasonable time after registration as the 
Commission shall fix by rules and regulations, an original and such 
copies of a registration statement, in such form and containing such 
of the following information and documents as the Commission shall 
by rules and regulations prescribe as necessary or appropriate in the 
public interest or for the protection of investors: 

(1) a recital of the policy of the registrant in respect of each 
of the following types of activities, such recital consisting in 
each case of a statement whether the registrant reserves freedom 
of action to engage in activities of such type, and if such free- 
dom of action is reserved. a statement briefly indicating, insofar 
as is practicable, the extent to which the registrant intends to 
engage therein: (A) the classification and subclassific ations, as 
defined in rans SE 4 and 5, within which the registrant proposes 
to operate; (B) borrowing money; (C) the issuance of senior 
securities ; (D) engaging in the a of underwriting securi- 
ties issued by other persons; (E) concentrating investments in a 
particular industry or group of industries; (F) the purchase 
and sale of real estate and commodities, or either of them; (G) 
making loans to other persons; and (H) portfolio turn-over 
(including a statement showing the oe dollar amount 
of purchases and sales of portfolio securities, other than Govern- 
ment securities, in each of the last three full fiscal years pre- 
ceding the filing of such registration statement) ; 

(2) a recital of the policy of the registrant in respect of 
matters, not enumerated in paragraph (1), which the registrant 
deems matters of fundamental policy and elects to treat as such; 

(3) the name and address of each affiliated person of the reg: 
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istrant; the name and principal address of every company, other 
than the registrant, of which each such person is an officer, 
director, or partner; a brief statement of the business experience 
for the preceding five years of each officer and director of the 
registrant; and 

(4) the information and documents which would be required 
to be filed in order to register under the Securities Act of 1933 
and the Securities Exchange Act of 1934 all securities (other 
than short-term paper) which the registrant has outstanding or 
proposes to issue. 

(c) The Commission shall make provision, by permissive rules and 
regulations or order, for the filing of the following, or so much of 
the following as the Commission may designate, in lieu of the infor- 
mation and documents required pursuant to subsection (b) : 

(1) copies of the most recent registration statement filed by 
the registrant under the Securities Act of 1933 and currentl 
effective under such Act, or if the registrant has not filed such 
a statement, copies of a registration statement filed by the 
registrant under the Securities Exchange Act of 1934 and 
currently effective under such Act; 

(2) copies of any reports filed by the registrant pursuant to 
section 13 or 15 (d) of the Securities Exchange Act of 1934; and 

(3) a report containing reasonably current information 
regarding the matters included in copies filed pursuant to para- 
graphs (1) and (2), and such further information regarding 
matters not included in such copies as the Commission is author- 
ized to require under subsection (b). 

(d) If the registrant is a unit investment trust substantially all of 
the assets of which are securities issued by another registered invest- 
ment company, the Commission is authorized to prescribe for the 
registrant, by rules and regulations or order, a registration statement 
which eliminates inappropriate duplication of information contained 
in the registration statement filed under this section by such other 
investment company. 

(e) If it appears to the Commission that a registered investment 
company has failed to file the registration statement required by this 
section or a report required pursuant to section 30 (a) or (b), or has 
filed such a registration statement or report but omitted therefrom 
material facts required to be stated therein, or has filed such a regis- 
tration statement or report in violation of section 34 (b), the Com- 
mission shall notify such company by registered mail of the failure to 
file such registration statement or report, or of the respects in which 
such registration statement or report appears to be materially incom- 
plete or misleading, as the case may be, and shall fix a date (in no 
event earlier than thirty days after the mailing of such notice) prior 
to which such company may file such registration statement or report 
or correct the same. If such registration statement or report is not 
filed or corrected within the time so fixed by the Commission or an 
extension thereof, the Commission, after appropriate notice oak 
opportunity for hearing, and upon such conditions and with such 
exemptions as it deems appropriate for the protection of investors, 
may S order suspend the registration of such company until such 


statement or report is filed or corrected, or may by order revoke such 
registration, if the evidence establishes—- 
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(1) that such company has failed to file a registration state- 
ment required by this section or a report required pursuant to 
section 80 (a) or (b), or has filed such a registration statement 
or report but omitted therefrom material facts required to be 
stated therein, or has filed such a registration statement or 
report in violation of section 34 (b); and 

(2) that such suspension or revocation is in the public 
interest. 

(f) Whenever the Commission, on its own motion or upon appli- 
cation, finds that a registered investment company has ceased to be 
an investment company, it shall so declare by order and upon the 
taking effect of such order the registration of such company shall 
cease to be in effect. If necessary for the protection of investors, an 
order under this subsection may be made upon appropriate condi- 
tions. The Commission’s denial of any application under this 
subsection shall be by order. 


INELIGIBILITY OF CERTAIN AFFILIATED PERSONS AND UNDERWRITERS 


Sec. 9. (a) It shall be unlawful for any of the following persons 
to serve or act in the capacity of officer, director, member of an 
advisory board, investment adviser, or depositor of any registered 
investment company, or principal underwriter for any registered 
open-end company, registered unit investment trust, or registered 
face-amount certificate company : 

(1) any person who within ten years has been convicted of 
any felony or misdemeanor involving the purchase or sale of 
any security or arising out of such person’s conduct as an under- 
writer, broker, dealer, or investment adviser, or as an affiliated 
person, salesman, or employee of any investment company, bank, 
or insurance company ; 

(2) any person who, by reason of any misconduct, is perma- 
nently or temporarily enjoined by order, judgment, or decree of 
any court of competent jurisdiction from acting as an under- 
writer, broker, dealer, or investment adviser, or as an affiliated 
person, salesman, or emp rae of any investment company, bank, 
or insurance company, or from engaging in or continuing any 
conduct or practice in cunheniinn with any such activity or in 
connection with the purchase or sale of any security; or 

(3) a company any affiliated person of which is ineligible, by 
reason of paragraph (1) or (2), to serve or act in the foregoing 
capacities. 

For the purposes of paragraphs (1), (2). and (3) of this subsection, 
the term “investment adviser” shall include an investment adviser as 
defined in title IT of this Act. 

(b) Any person who is ineligible, by reason of subsection (a), 
to serve or act in the capacities enumerated in that subsection, may 
file with the Commission an application for an exemption from the 
provisions of that subsection. The Commission shall by order grant 
such application, either unconditionally or on an appropriate tem- 
porary or other conditional basis, if it 1s established that the prohi- 
bitions of subsection (a), as applied to such person, are unduly or 
disproportionately severe or that the conduct of such person has 
been such as not to make it against the public interest or protection 
of investors to grant such application. 
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AFFILIATIONS OF DIRECTORS 


Sec. 10. (a) After one year from the effective date of this title, 
no registered investment company shall have a board of directors 
more than 60 per centum of the members of which are persons who 
are investment advisers of, affiliated persons of an investment adviser 
of, or officers or employees of, such registered company. 

(b) After one year from the effective date of this title, no regis- 
tered investment company shall— 

(1) employ as regular broker any director, officer, or employee 
of such registered company, or any person of which any such 
director, officer, or employee is an affiliated person, unless a 
majority of the board of directors of such registered company 
shall be persons who are not such brokers or affiliated persons 
of any of such brokers; 

(2) use as a principal underwriter of securities issued by it 
any director, officer, or employee of such registered company 
or any person of which any such director, officer, or employee 
is an affiliated person, unless a majority of the board of directors 
of such registered company shall be persons who are not such 
principal underwriters or affiliated persons of any of such prin- 
cipal underwriters; or 

(3) have as director, officer, or employee any investment 
banker, or any affiliated person of an investment banker, unless 
a majority of the board of directors of such registered company 
shall be persons who are not investment bankers or affiliated 
persons of any investment banker. For the purposes of this 
paragraph, a person shall not be deemed an affiliated person of 
an investment banker solely by reason of the fact that he is an 
affiliated person of a company of the character described in 
section 12 (d) (3) (A) and (B). 

(c) After the effective date of this title, no registered investment 
company shall have a majority of its board of directors consisting 
of persons who are officers or directors of any one bank: Provided, 
That, if on March 15, 1940, any registered investment company shall 
have had a majority of its directors consisting of persons who are 
directors, officers, or employees of any one bank, such registered com- 
pany may continue to have the same percentage of its board of 
directors consisting of persons who are directors, officers, or employees 
of such bank. 

(d) Notwithstanding subsection (a) and subsection (b) (2), 
registered investment company may have a board of directors all the 
members of which, except one, are affiliated persons of the investment 
adviser of such company, or are officers or employees of such com- 
pany, if— 

(1) such investment company is an open-end company; 

(2) such investment adviser is registered under title II of 
this Act and such investment adviser is engaged principally in 
the business of rendering investment supervisory services as 
defined in title IT; 

(3) no sales load is charged on securities issued by such invest- 
ment company ; 

(4) any premium over net asset value charged by such com- 
pany upon the issuance of any such security, plus any discount 
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from net asset value charged on redemption thereof, shall not 
in the aggregate exceed 2 per centum; 

(5) no sales or promotion expenses are incurred by such reg- 
istered company; but expenses incurred in complying with laws 
regulating the issue or sale of securities shall not be deemed 
sales or promotion expenses; 

(6) such investment adviser is the only investment adviser 
to such investment company, and such investment adviser does 
not receive a management fee exceeding 1 per centum per annum 
of the value of such company’s net assets averaged over the year 
or taken as of a definite date or dates within the year; 

(7) all executive salaries and executive expenses and office 
rent of such investment company are paid by such investment 
adviser; and 

(8) such investment company has only one class of stock out- 
standing, each share of which has equal voting rights with every 
other share. 

(e) If by reason of the death, disqualification, or bona fide resigna- 
tion of any director or directors, the requirements of the foregoing 
provisions of this section in respect of directors shall not be met by 
a registered investment company, the operation of such provisions 
shall be suspended as to such registered Semnuesy for a period of 
thirty days if the vacancy or vacancies may be filled by action of 
the board of directors, and for a period of sixty days if a vote of 
stockholders is required to fill the vacancy or vacancies, or for such 
longer period as the Commission may prescribe, by rules and regula- 
tions upon its own motion or by order upon application, as not 
inconsistent with the protection of investors. 

(f) No registered investment company shall knowingly purchase 
or otherwise acquire, during the existence of any underwriting or 
selling syndicate, any security ones a security of which such com- 

any is the issuer) a principal underwriter of which is an officer, 
eta, member of an advisory board, investment adviser, or 
employee of such registered company, or is a person (other than a 
company of the character described in section 12 (d) (3) (A) and 
(B)) of which any such officer, director, member of an advisory 
board, investment adviser, or employee is an affiliated person, unless 
in acquiring such security such registered comenny is itself acting 
as a principal underwriter for the issuer. The Commission, by rules 
and regulations upon its own motion or by order upon application, 
may conditionally or unconditionally exempt any transaction or 
classes of transactions from any of the provisions of this subsection, 
if and to the extent that such exemption is consistent with the 
protection of investors. 

(zg) In the case of a registered investment company which has an 
advisory board, such board, as a distinct entity, shall be subject to 
the same restrictions as to its membership as are imposed upon a 
board of directors by this section. 

(h) In the case of a registered management company which is an 
unincorporated company not having a board of directors, the provi- 
sions of this section shall apply as follows: 

(1) the provisions of subsection (a), as modified by subsection 
(e), shall apply to the board of directors of the depositor of such 
company ; 
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(2) the provisions of subsections (b) and (c), as modified by 
subsection (e), shall apply to the board of directors of the deposi- 
tor and of every investment adviser of such company; and 

(3) the provisions of subsection (f) shall apply to purchases 
a other acquisitions for the account of such company of securi- 
ties a principal underwriter of which is the depositor or an 
investment sivine of such company, or an affiliated person of 
such depositor or investment adviser. 


OFFERS OF EXCHANGE 


Sec. 11. (a) It shall be unlawful for any registered open-end com- 
pany or any principal underwriter for such a company to make or 
cause to be made an offer to the holder of a security of such company 
or of any other open-end investment company to exchange his security 
for a security in the same or another such company on any basis other 
than the relative net asset values of the respective securities to be 
exchanged, unless the terms of the offer have first been submitted to 
and approved by the Commission or are in accordance with such rules 
and regulations as the Commission may have prescribed in respect 
of such offers which are in effect at the time ait offer is made. For 
the purposes of this section, (A) an offer by a principal underwriter 
means an offer communicated to holders of securities of a class or 
series but does not include an offer made by such principal under- 
writer to an individual investor in the course of a retail business 
conducted by such principal underwriter, and (B) the net asset value 
means the net asset value which is in effect for the purpose of deter- 
mining the price at which the securities, or class or series of securities 
involved, are offered for sale to the public either (1) at the time of the 
receipt by the offeror of the acceptance of the offer or (2) at such 
later times as is specified in the offer. 

(b) The provisions of this section shall not apply to any offer made 
pursuant to (1) any plan of reorganization, which | is submitted to 
and requires the approval of the holders of at least a majority of the 
outstanding shares of the class or series to which the security owned 
by the offeree belongs; or (2) the right of conversion, at the option 
of the holder, from one class or, series into another class or series of 
securities issued by the same company upon such terms as are specified 
in the charter, certificate of incorporation, articles of association, 
by-laws, or trust indenture subject to which the securities to be con- 
verted were issued or are to be issued. 

(c) The provisions of subsection (a) shall be applicable, irrespec- 
tive of the basis of exchange, (1) to any offer of exchange of any secu- 
rity of a registered open-end company for a security of a registered 
unit investment trust or registered face-amount certificate company ; 
and (2) to any type of offer of exchange of the securities of registered 
unit investment trusts or registered face-amount certificate companies 
for the securities of any other investment company. 


FUNCTIONS AND ACTIVITIES OF INVESTMENT COMPANIES 


Seo. 12. (a) It shall be unlawful for any registered investment 
company, in contravention of such rules and regulations or orders as 
the Commission may prescribe as necessary or appropriate in the 
public interest or for the protection of investors— 
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(1) to purchase any security on margin, except such short-term 
eredits as are necessary for the clearance of transactions; 

(2) to partic ipate on a joint or a joint and several basis in any 
trading account in securities, except in connection with an under- 
writing in which such registered company is a participant; or 

(3) to effect a short sale of any security, éxcept in connection 
with an underwriting in which such registered company is a 
participant. 

(b) It shall be unlawful for any registered open- -end company 
(other than a company complying with the provisions of section 10 
(d)) to act as a distributor of securities of which it is the issuer, except 
through an underwriter, in contravention of such rules and regula- 
tions as the Commission may prescribe as necessary or appropriate in 
the public interest or for the protection of investors. 

(c) It shall be unlawful for any registered diversified company to 
make any commitment as unde rwriter, if imme diately thereafter the 
amount of its outstanding underwriting commitments, plus the value 
of its investments in securities of issuers (other than investment com- 
panies) of which it owns more than 10 per centum of the outstanding 
voting securities, exceeds 25 per centum of the value of its total assets. 

(d) It shall be unlawful for any registered investment company and 
any company or companies controlled by such registered investment 
company to purchase or otherwise acquire after the enactment of this 
title any security issued by or any other interest in the business of— 

(1) any other investment company of which such registered 
investment company and any company or companies controlled 
by such registered company shall not at the time of such pur- 
chase or acquisition own in the aggregate at least 25 per centum 
of the total outstanding voting stock, if such registered invest- 
ment company and any company or companies controlled by it 
own in the aggregate or as a result of such purchase or acquisi- 
tion will own in the aggregate more than 5 per centum of the 
total outstanding voting stock of such other investment com- 
pany if the policy of such other investment company is the 
concentration of investments in a particular industry or group 
of industries, or more than 3 per centum of the total outstand- 
ing voting stock of such other investment company if the policy 
of such other investment company is not the concentration of 
investments in a particular industry or group of industries, 
except (A) a security received as a dividend or as ; — " 
an offer of exchange approved pursuant to section or of 
plan of reorganization of any company (other than a sens 
devised for the purpose of evading the foregoing provisions), 
or (13) a security purchased with the proceeds of payments on 
periodic payment plan certificates, pursuant to the terms of the 
trust indenture under which such certificates are issued; or 

(2) any insurance company of which such registered invest- 
ment company and any company or companies controlled by 
such registered company shall not at the time of such pure -hase 
or acquisition own in the aggregate at least 25 per centum of 
the total outstanding voting stock, if such registered company 
and any company or companies controlled by it own in the 
aggregate or as a result of such purchase or acquisition will own 
in the aggregate more than 10 per centum of the total outstand- 
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ing voting stock of such insurance company, except a security 
received as a dividend or as a result of a plan of reorganiza- 
tion of any company (other than a plan devised for the purpose 
of evading the foregoing provisions) ; or 

(3) any person who is a broker, a dealer, is engaged in the 
business of underwriting, or is either an investment ‘adviser of 
an investment company or an investment adviser registered 
under title II of this Act, unless (A) such person is a corpora- 
tion all the outstanding securities of which (other than short- 
term paper, securities representing bank loans and directors’ 
qualifying shares) are, or after such acquisition will be, owned 
by one or more registered investment companies; and (B) such 
person is primarily engaged in the business of underwriting and 
distributing securities issued by other persons, selling securi- 
ties to customers, or any one or more of such or related activi- 
ties, and the gross income of such person normally is derived 
principally from such business or related activities. 

(e) Notwithstanding any provisions of this title, any registered 
investment company may hereafter purchase or otherwise acquire 
any security issued by any one corporation engaged or proposing to 
engage in the business of underwriting, furnishing sapital to indus- 
try, financing promotional enterprises, purchasing securities of issuers 
for which no ready market is in existence, and reorganizing com- 
panies or similar activities; provided— 

(1) That the securities issued by such corporation (other than 
short-term paper and securities representing bank loans) shall 
consist solely of one class of common stock and shall have been 
originally issued or sold for investment to registered investment 
companies only; 

(2) That the aggregate cost of the securities of such corpora- 
tion purchased by such registered investment company does not 
exceed 5 per centum of the value of the total assets of such 
registered company at the time of any purchase or acquisition 
of such securities; and 

(3) That the aggregate paid-in capital and surplus of such 
corporation does not exceed $100,000,000. 

For the purpose of paragraph (1) of section 5 (b) any investment 
im any such corporation shall be 5 to be an investment in an 
investment company. 

(f) Notwithstanding any provisions of this Act, any registered 
face-amount certificate company may organize not more than two 
face-amount certificate companies and acquire and own all or any 
art of the capital stock only thereof if such stock is acquired and 
eld for investment: Provided, That the aggregate cost to such reg- 
istered company of all such stock so acquired shall not exceed six 
times the amount of the minimum capital stock requirement pro- 
vided in subdivision (1) of subsection (a) of section 28 for a a 
amount company ean he on or after March 15, 1940: And pro- 
vided further, That the aggregate*cost to such registered company 
of all such capital stock issued by face-amount certificate companies 
organized or otherwise created under laws other than the laws of the 
United States or any State thereof shall not exceed twice the amount 
of the minimum capital stock requirement provided in subdivision 
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(1) of subsection (a) of section 28 for a company organized on or 
after March 15, 1940. Nothing contained in this subsection shall be 
deemed to prevent the sale of any such stock to any other person if 
the original purchase was made by such registered face-amount 
certificate company in good faith for investment and not for resale. 

(g) Notwithstanding the provisions of this section any registered 
investment company and any company or companies controlled by 
such registered company may purchase or otherwise acquire from 
another investment company or any company or companies con- 
trolled by such registered company more than 10 per centum of the 
total outstanding voting stock of any insurance company owned by 
any such company or companies, or may acquire the securities of any 
insurance company if the Commission by order determines that such 
acquisition is in the public interest because the financial condition 
of such insurance company will be improved as a result of such acqui- 
sition or any plan contemplated as a result thereof. This section 
shall not be deemed to prohibit the promotion of a new insurance 
company or the acquisition of the securities of any newly created 
insurance company by a registered investment company, alone or 
with other persons. Nothing contained in this section shall in any 
way affect or derogate from the powers of any insurance commis- 
sioner or similar official or agency of the United States or any State, 
or to affect the right under State law of any insurance company to 
acquire securities of any other insurance company or insurance 
companies, 

CHANGES IN INVESTMENT POLICY 


Sec. 13. (a) No registered investment company shall, unless author- 
ized by the vote of a majority of its outstanding voting securities— 
(1) change its subclassification as defined in section 5 (a) (1) 
and (2) of this title or its subclassification from a diversified 

to a non-diversified company ; 

(2) borrow money, issue senior securities, underwrite securities 
issued by other persons, purchase or sell real estate or commodi- 
ties or make loans to other persons, except in each case in 
accordance with the recitals of policy contained in its registra- 
tion statement in respect thereto; 

(3) deviate from its policy in respect of concentration of 
investments in any particular industry or group of industries as 
recited in its registration statement, or deviate from any funda- 
mental policy recited in its registration statement pursuant to 
section 8 (b) (2); or 

(4) change the nature of its business so as to cease to be an 
investment company. 

(b) In the case of a common-law trust of the character described 
in subsection (b) of section 16, either written approval by holders of 
a majority of the outstanding shares of beneficial interest or the vote 
of a majority of such outstanding shares cast in person or by proxy 
at a meeting called for the purpose shall for the purposes of subsec- 
tion (a) be deemed the equivalent of the vote of a majority of the 
outstanding voting securities, and the provisions of paragraph (40) 
of section 2 (a) as to a majority shall be applicable to the vote cast 
at such a meeting. 
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SIZE OF INVESTMENT COMPANIES 


Seo. 14. (a) No registered investment company organized after 
the date of enactment of this title, and no principal underwriter for 
such a company, shall make a public offering of securities of which 
such company 1s the issuer, unless— 

(1) such company has a net worth of at least $100,000; 

(2) such company has previously made a public offering of 
its securities, and at the time of such offering had a net worth 
of at least $100,000; or 

(3) provision is made in connection with and as a condition 
of the registration of such securities under the Securities Act 
of 1933 which in the opinion of the Commission adequately 
insures (A) that after the effective date of such registration 
statement such company will not issue any security or receive any 
proceeds of any subscription for any security until firm agree- 
ments have been made with such company by not more than 
twenty-five responsible persons to purchase from it securities to 
be issued by it for an aggregate net amount which plus the then 
net worth of the company, if any, will equal at least $100,000; 
(B) that said aggregate net amount will be paid in to such com- 
pany before any subscriptions for such securities will be accepted 
from any persons in excess of twenty-five; (C) that arrange- 
ments will be made whereby any proceeds so paid in, as well 
as any sales load, will be refunded to any subscriber on demand 
without any deduction, in the event that the net proceeds so 
received by the company do not result in the company having a 
net worth of at least $100,000 within ninety days after such 
registration statement becomes effective. 

At any time after the occurrence of the event specified in clause (C) 
of paragraph (3) of this subsection the Commission may issue a 
stop order suspending the effectiveness of the registration statement 
of such securities under the Securities Act of 1933 and m: ay suspend 
or revoke the registration of such company under this title. 

(b) The Commission is authorized, at such times as it deems that 
any substantial further increase in size of investment companies 
creates any problem involving the protection of investors or the public 
interest, to make a study and investigation of the effects of size on 
the investment policy of investment companies and on security mar- 
kets, on concentration of control of wealth and industry, and on com- 
panies in which investment companies are interested, and from time 
to time to report the results of its studies and investigations and its 
recommendations to the Congress. 


INVESTMENT ADVISORY AND UNDERWRITING CONTRACTS 


Sec. 15." (a) After one year from the effective date of this title it 
shall be unlawful for any person to serve or act as investment adviser 
of a registered investment company, except pursuant to a written 
contract, which contract, whether with such registered company or 
with an investment adviser of such registered company, unless in 
effect prior to March 15, 1940, has been. approved by the vote of a 
majority of the outstanding voting securities of such registered 
company and— 








780 BANK HOLDING LEGISLATION 


(1) precisely describes all compensation to be paid thereunder ; 

(2) shall continue in effect for a period more than two years 
from the date of its execution, only so long as such continuance 
is specifically approved at least annually by the board of direc- 
tors or by vote of a majority of the outstanding voting securities 
of such company; 

(3) provides, in substance, that it may be terminated at any 
time, without the payment of any penalty, by the board of diree- 
tors of such registered company or by vote of a majority of the 
outstanding voting securities of such company on not more than 
sixty days’ written notice to the investment adviser; and 

(4) provides, in substance, for its automatic termination in the 
event of its assignment by the investment adviser. 

(b) After one year from the effective date of this title, it shall be 
unlawful for any principal underwriter for a registered open-end 
company to offer for sale, sell, or deliver after sale any security of 
which such company is the issuer, except pursuant to a written con- 
tract with such company, which contract, unless in effect prior to 
March 15, 1940— 

(1) shall continue in effect for a period more than two years 
from the date of its execution, only so long as such continuance 
is specifically approved at least annually by the board of direc- 
tors or by vote of a majority of the outstanding voting securities 
of such company ; and 

(2) provides, in substance, for its automatic termination in 
the event of its assignment by such underwriter. 

(c) In addition to the requirements of subsections (a) and (b) 
it shall be unlawful for any registered investment company having 
a board of directors to enter into, renew, or perform any contract 
or agreement, written or oral, except a written agreement which was 
in effect prior to March 15, 1940, whereby a person undertakes regu- 
larly to serve or act as investment adviser of or principal under- 
writer for such company, unless the terms of such contract or agree- 
ment and any renewal thereof have been approved (1) by a majority 
of the directors who are not parties to such contract or agreement 
or affiliated persons of any such party, or (2) by the vote of 
majority of the outstanding voting securities of such company. 

(d) It shall be unlawful for any person— 

(1) to serve or act as investment adviser of a registered invest- 
ment company, pursuant to a written contract which was in 
effect prior to March 15, 1940, after March 15, 1945, or the date 
of termination provided for in such contract, whichever is the 
prior date, or after assignment thereof subsequent to March 15, 
1940, by the person acting as investment adviser thereunder; or 

(2) as principal underwriter for a registered open-end invest- 
ment company to offer for sale, sell, or deliver after sale any 
security of which such company is the issuer, pursuant to a 
written contract which was in effect prior to March 15, 1940, 
after March 15, 1945, or the date of termination provided for in 
such contract, whichever is the prior date, or an assignment 
thereof subsequent to March 15, 1940, by the person acting as 
principal underwriter thereunder 

Provided, however, That the limitation to March 15, 1945, shall not 
apply in either case if prior to that date such contract is renewed 
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in such form that it complies with the requirements of subsection 
(a) or (b) of this section, as the case may be, and is approved in 
the manner required by this section in respect of a contract of the 
same character made after March 15, 1940. 

(e) In the case of a common-law trust of the character described 
in subsection (b) of section 16, either written approval by holders of 
a majority of the outstanding shares of beneficial interest or the vote 
of a majority of such outstanding shares cast in person or by proxy at 
a meeting called for the purpose shall for the purposes of this section 
be deemed the equivalent of the vote of a majority of the outstanding 
voting securities, and the provisions of paragraph (40) of section 2 (a) 
as to a majority shall be applicable to the vote cast at such a meeting. 

(f) Nothing contained in this section shall be deemed to require or 
contemplate any action by an advisory board of any registered com- 
pany or by any of the members of such a board. 


CHANGES IN BOARD OF DIRECTORS ; PROVISIONS RELATIVE TO STRICT TRUSTS 


Src. 16. (a) No person shall serve as a director of a registered 
investment company unless elected to that office by the holders of the 
outstanding voting securities of such company, at an annual or a 
special meeting duly called for that purpose; except that vacancies 
occurring between such meetings may be filled in any otherwise legal 
manner if immediately after filling any such vacancy at least two- 
thirds of the directors then holding office shall have been elected to 
such office by the holders of the outstanding voting securities of the 
company at such an annual or special meeting. In the event that at 
any time less than a majority of the directors of such company holding 
office at that time were so elected by the holders of the outstanding 
voting securities, the board of directors or proper officer of such com- 
pany shall forthwith cause to be held as promptly as possible and in 
any event within sixty days a meeting of such holders for the purpose 
of electing directors to fill any existing vacancies in the board of direc- 
tors unless the Commission shall by order extend such period. The 
foregoing provisions of this subsection shall not apply to members of 
an advisory board. 

Nothing herein shall, however, preclude a registered investment 
company from dividing its directors into classes if its charter, certifi- 
cate of incorporation, articles of association, by-laws, trust indenture, 
or other instrument or the law under which it is organized, so pro- 
vides and prescribes the tenure of office of the several classes: Pro- 
vided, That no class shall be elected for a shorter period than one 
year or for a longer period than five years and the term of office of 
at least one class shall expire each year. 

(b) The provisions of subsection (a) of this section shall] not apply 
to a common-law trust existing on the date of enactment of this 
title under an indenture of trust which does not provide for the 
election of trustees by the shareholders. No natural person shall 
serve as trustee of such a trust, which is registered as an investment 
company, after the holders of record of not less than two-thirds of 
the outstanding shares of beneficial interest in such trust have 
declared that he be removed from that office either by declaration 
in writing filed with the custodian of the securities of the trust or 
by votes cast in person or by proxy at a meeting called for the 
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purpose. Solicitation of such a declaration shal] be deemed a solici- 
tation of a proxy within the meaning of section 20 (a). 

The trustees of such a trust shall promptly call a meeting of 
shareholders for the purpose of voting upon the question of removal 
of any such trustee or trustees when requested in writing so to do 
by the record holders of not less than 10 per centum of the 
outstanding shares. 

Whenever ten or more shareholders of record who have been such 
for at least six months preceding the date of application, and who 
hold in the aggregate either shares having a net asset value of at 
least $25,000 or at least 1 per centum of the outstanding shares, 
whichever is less, shall apply to the trustees in writing, stating that 
they wish to communicate with other shareholders with a view to 
obtaining signatures to a request for a meeting pursuant to this sub- 
section (b) and accompamed by a form of communication and 
request which they wish to transmit, the trustees shall within five 
business days after receipt of such application either— 

(1) afford to such applicants access to a list of the names and 
addresses of all shareholders as recorded on the books of the 
trust; or 

(2) inform such applicants as to the approximate number of 
shareholders of record, and the approximate cost of mailing to 
them the proposed communication and form of request. 

If the trustees elect to follow the course specified in paragraph (2) 
of this subsection (b) the trustees, upon the written request of such 
applicants, accompanied by a tender of the material to be mailed and 
of the reasonable expenses of mailing, shall, with reasonable prompt- 
ness, mail such material to all shareholders of record at their 
addresses as recorded on the books, unless within five business days 
after such tender the trustees shall mail to such applicants and file 
with the Commission, together with a copy of the material to be 
mailed, a written statement signed by at least a majority of the 
trustees to the effect that in their opinion either such material con- 
tains untrue statements of fact or omits to state facts necessary to 
make the statements contained therein not misleading, or would be in 
violation of applicable law, and specifying the basis of such opinion. 

After opportunity for hearing upon the objections specified in the 
written statement so filed, the Commission may, and if demanded by 
the trustees or by such applicants shall, enter an order either sus- 
taining one or more of such objections or refusing to sustain any of 
them. If the Commission shall enter an order refusing to sustain 
any of such objections, or if, after the entry of an order sustaining 
one or more of such objections, the Commission shall find, after 
notice and opportunity for hearing, that all objections so sustained 
have been met, and shall enter an order so declaring, the trustees 

shall mail copies of such material to all shareholders with reasonable 
promptness after the entry of such order and the renewal of such 
tender. 


TRANSACTIONS OF CERTAIN AFFILIATED PERSONS AND UNDERWRITERS 


Sec. 17. (a) It shall be unlawful for any affiliated person or pro- 
moter of or principal underwriter for a registered investment com- 
pany (other than a company of the character described in section 
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12 (d) (3) (A) and (B)), or any affiliated person of such a person, 
promoter, or princ ipal underwriter , acting as princ ipal— 

(1) knowingly to sell any security or other property to such 
registered company or to any company controlled by such regis- 
tered company, unless such sale involves solely (A) securities of 
which the buyer is the issuer, (B) securities of which the seller 
is the issuer and which are part of a general offering to the 
holders of a class of its securities, or (C ) securities deposited 
with the trustee of a unit investment trust or periodic payment 
plan by the depositor thereof; 

(2) knowingly to purchase from such registered company, or 
from any company controlled by such registered company, any 
security or — property (except securities of which the seller 
is the issuer) ; 

(3) to banvee money or other property from such registered 
company or from any company controlled by such registered 
company (unless the borrower is controlled by the lender) except 
as permitted in section 21 (b). 

(b) Notwithstanding subsection (a), any person may file with 
the Commission an application for an order exempting a proposed 
transaction of the ap yplic ant from one or more provisions of that 
subsection. The Commission shall grant such application and issue 
such order of exemption if evidence establishes that— 

(1) the terms of the proposed transaction, including the con- 
sideration to be paid or received, are reasonable and fair and 
do not involve overreaching on the part of any person 
concerned: 

(2) the proposed transaction is consistent with the policy of 
each registered investment company concerned, as recited in 
its registration statement and reports filed under this title; and 

(3) the proposed transaction is consistent with the general 
purposes of this title. 

(c) Notwithstanding subsection (a), a person may, in the ordinary 
course of business, sell to or purchase from any company merchan- 
dise or may enter into a lessor-lessee relationship with any person 
and furnish the services incident thereto. 

(d) It shall be unlawful for any affiliated person of or principal 
underwriter for a registered investment company (other than a com- 
pany of the character described in section 12 (d) (3) (A) and (B)), 
or any affiliated person of such a person or principal underwriter 
acting as principal to effect any transaction in which such registered 
company, or a company controlled by such registered company, is a 
joint or a joint and several participant with such person, principal 
underwriter, or affiliated person, in contravention of such rules and 
regulations as the Commission may prescribe for the purpose of limit- 
ing or preventing participation by such registered or controlled com- 
pany on a basis different from or less advantageous than that of such 
other participant. Nothing contained in this subsection shall be 
deemed to preclude any affiliated person from acting as manager of 
any underwriting syndicate or other group in which such registered 
or controlled company is a participant and receiving compensation 
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(e) It shall be unlawful for any affiliated person of a registered 
investment company, or any affiliated person of such person-— 

(1) acting as agent, to accept from any source any compensation 
(other than a regular salary or wages from such registered com- 
pany) for the purchase or sale of any property to or for such 
registered company or any controlled company thereof, except in 
the course of such person’s business as an underwriter or broker; 
or 

(2) acting as broker, in connection with the sale of securities 
to or by such registered company or any controlled company 
thereof, to receive from any source a commission, fee, or other 
remuneration for effecting such transaction which exceeds (A) 
the usual and customary broker’s commission if the sale is effected 
on a securities exchange, or (B) 2 per centum of the sales price if 
the sale is effected in connection with a secondary distribution of 
such securities, or (C) 1 per centum of the purchase or sale price 
of such securities if the sale is otherwise effected unless the Com- 
mission shall, by rules and regulations or order in the public 
interest and consistent with the protection of investors, permit a 
larger commission. 

(f) Every registered management company shall place and main- 
tain its securities and similar investments in the custody of (1) a 
bank having the qualifications prescribed in paragraph (1) of see- 
tion 26 (a) for the trustees of unit investment trusts; or (2) a com- 
pany which is a member of a national securities exchange as defined 
in the Securities Exchange Act of 1934, subject to such rules and 
regulations as the Commission may from time to time prescribe for 
the protection of investors; or (3) such registered company, but 
only in accordance with such rules and regulations or orders as the 
Commission may from time to time prescribe for the protection of 
investors. Rules, regulations, and orders of the Commission under 
this subsection, among other things, may make appropriate provision 
with respect to such matters as the « armarking, segregation, and 
hypothecation of such securities and investments, and may provide 
for or require periodic or other inspections by any or all of the 
following: Independent public accountants, employees and agents of 
the Commission, and such other persons as the Commission may 
designate. No such member which trades in securities for its own 
account may act as custodian except in accordance with rules and 
regulations prescribed by the Commission for the protection of 
investors. 

(g) The Commission is authorized to require by rules and regula- 
tions or orders for the protection of investors that any officer and 
employee of a registered management investment company who may 
sn gly, or jointly with othe TS, have access to securities or funds of 
any registered company, either directly or through authority to draw 
upon sui h funds or to direct gener ally the disposi tion of such securi- 
ties, be bonded by a reputable fidelity insurance company against 
larceny and embezzlement in such reasonable minimum amounts as 
he Commission may prescribe. 

(h) After one year from the effective date of this title, neither 
the charter, certificate of incorporation, articles of association, inden- 
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ture of trust, nor the by-laws of any registered investment company, 
nor any other instrument pursuant to which such a company 18 
organized or administered, shall contain any provision which pro- 
ects or es to protect any director or officer of such company 
iwainst any liability to the company or to its security hol lers to 
which he would otherwise be subject by reason of willful misfeasance, 
bad faith, gross negligence or reckless disregard of the duties involved 
in the conduct of his office. 

In the event that any such instrument does not at the effective date 
of this Act comply with the requirements of this subsection (h) and 
is not amended to comply therewith prior to the expiration of said 
one year, suc ‘h company may neve ‘theless continue to be a registered 
investment company and shall not be deemed to violate this subsec 
tion if prior to said expiration date each such director or officer chall 
have filed with the Commission a waiver in writing of any protective 
provision of the instrument to the extent that it does not comply 
with this subsection, and each such person subsequently elected or 
appointed shall before assuming office file a similar waiver. 

(1) After one year from the effective date of this title no contract 
or agreement under which any person undertakes to act as investment 
adviser of, or prince ipal underwriter for. a registered investment com 
pany shall contain any provision which protects or purports to 
protect such person against any liability to such company or its 
security holders to which he would otherwise be subject by reason 
of willful misfeasance, bad faith, or gross negligence, in the per 
formance of his duties, or by reason of his reckless disregard of his 
obligations and duties under such contract or agreement. 

In the event that any such contract or agreement does not at the 
effective date of this Act comply with the requirements of this sub- 
section (i) and is not amended to comply therewith prior to the 
expiration of said one year, this subs section shall not be deemed to 
have been violated if prior to said expiration date each such invest- 
ment adviser or principal underwriter shall have filed with the Com- 
mission a waiver in writing of any protective provision of the 
contract or agreement to the extent that it does not comply with this 
subsection. 

CAPITAL STRUCTURE 


Src. 18. (a) It shall be unlawful for any registered closed-end 
company to issue any class of senior security, or to sell any such 
security of which it is the issuer, unless— 

(1) if such class of senior security represents an indebted- 
hess-— 

(A) immediately after such issuance or sale, it will have 
an asset coverage of at least 300 per centum; 

(B) provision is made to prohibit the declaration of any 
dividend (except a dividend payable in stock of the issuer), 
or the declaration of any other distribution, upon any class 
of the capital stock of such investment company, or the 
purchase of any such capital stock, unless, in every such 
case, such class of senior securities has at the time of the 
declaration of any such dividend or distribution or at the 
time of any such purchase an asset coverage of at least 300 
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per centum after deducting the amount of such dividend, 
distribution, or purchase price, as the case may be, except 
that dividends may be declared upon any preferred stock 
if such senior security representing indebtedness has an 
asset coverage of at least 200 per centum at the time of 
declaration thereof after deducting the amount of such 
dividend; and 

(C) provision is made either— 

(i) that, if on the last business day of each of twelve 
consecutive calendar months such class of senior securl- 
ties shall have an asset coverage of less than 100 per 
centum, the holders of such securities voting as a class 
shall be entitled to elect at least a majority of the mem- 
bers of the board of directors of such registered com- 
pany, such voting right to continue until such class of 
senior security shall have an asset coverage of 110 per 
centum or more on the last business day of each of 
three consecutive calendar months, or 

(ii) that, if on the last business day of each of twenty- 
four consecutive calendar months such class of senior 
securities shall have an asset coverage of less than 100 
per centum, an event of default shall be deemed to have 
occurred ; 

2) if such class of senior security is a stock— 

A) immediately after such issuance or sale it will have 
an asset coverage of at least 200 per centum ; 

(B) provision is made to prohibit the declaration of any 
dividend (except a dividend payable in common stock of 
the issuer), or the declaration of any other distribution, 
upon the common stock of such investment company, or 
the purchase of any such common stock, unless in every 
such case such class of senior security has at the time of 
the declaration of any such dividend or distribution or at 
the time of any such purchase an asset coverage of at least 
200 per centum after deducting the amount of such divi- 
dend, distribution or purchase price, as the case may be; 

(C) provision is made to entitle the holders of such 
senior securities, voting as a class, to elect at least two direc- 
tors at all times, and, subject to the prior rights, if any, of 
the holders of any other class of senior securities outstand- 
ing, to elect a majority of the directors if at any time divi- 
dends on such class of securities shall be unpaid in an 
amount equal to two full years’ dividends on such securities, 
and to continue to be so represented until all dividends in 
arrears shall have been paid or otherwise provided for; 

(D) provision is made requiring approval by the vote of 
a majority of such securities, voting as a class, of any plan 
of reorganization adversely affecting such securities or of 
any action requiring a vote of security holders 
13 (a) prov ided; and 

(FE) such class of stock shall have complete priority over 
any other class as to distribution of assets and payment of 
dividends, which dividends shall be cumulative. 
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(b) The asset coverage in respect of a senior security provided 
for in subsection (a) may be determined on the basis of values cal- 
culated as of a time within forty-eight hours (not including Sundays 
or holidays) next preceding the time of such determination. The 
time of issue or sale shall, in the case of an offering of such securities 
to existing stockholders of the issuer, be deemed to be the first date 
on which such offering is made, and in all other cases shall be 
deemed to be the time as of which a firm commitment to issue or sell 
and to take or purchase such securities shall be made. 

(c) Notwithstanding the provisions of subsection (a) it shall be 
unlawful for any registered closed-end investment company to issue 
or sell any senior security representing indebtedness if immediately 
thereafter such company will have outstanding more than one class of 
senior security representing indebtedness, or to issue or sell any 
senior security which is a stock if immediately thereafter such com- 
pany will have outstanding more than one class of senior security 
which is a stock, except that (1) any such class of indebtedness or 
stock may be issued in one or more series: Provided, That no such 
series shall have a preference or priority over any other series upon 
the distribution of the assets of such registered closed-end company 
or in respect of the payment of interest or dividends, and (2) promis- 
sory notes or other evidences of indebtedness issued in venaduedien 
of any loan, extension, or renewal thereof, made by a bank or other 
person and privately arranged, and not intended to be publicly dis- 
tributed, shall not be deemed to be a separate class of senior securities 
representing indebtedness within the meaning of this subsection (c). 

(d) It shall be unlawful for any registered management company 
to issue any warrant or right to subscribe to or purchase a security 
of which such company is the issuer, except in the form of warrants 
or rights to subscribe expiring not later than one hundred and 
twenty days after their issuance and issued exclusively and ratably 
to a class or classes of such company’s security holders; except that 
any warrant may be issued in exchange for outstanding warrants 
in connection with a plan of reorganization. 

(e) The provisions of this section 18 shall not apply to any senior 
securities issued or sold by any registered closed-end company— 

(1) pursuant to any firm contract to purchase or sell entered 
into prior to March 15, 1940; 

(2) for the purpose of refunding through payment, purchase, 
redemption, retirement, or exchange, any senior security of such 
registered investment company except that no senior security 
representing indebtedness shall be so issued or sold for the pur- 
pose of refunding any senior security which is a stock; or 

(3) pursuant to any plan of reorganization (other than for 
refunding as referred to in subsection (e) (2)), provided— 

(A) that such senior securities are issued or sold for the 
purpose of substituting or exchanging such senior securities 
for outstanding senior securities, and if such senior securi- 
ties represent indebtedness they are issued or sold for the 
purpose of substituting or exchanging such senior securities 
for outstanding senior securities representing indebtedness, 
of any registered investment company which is a party to 
such plan of reorganization; or 
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(B) that the total amount of such senior securities so 
issued or sold pursuant to such plan does not exceed the 
total amount of senior securities of all the companies which 
are parties to such plan, and the total amount of senior 
securities representing Sane so issued or sold pursu- 
ant to such plan does not ‘ed the total amount of senior 
securities representing in le Teeduaas of all such companies, 
or, aien atively, the total amount of such senior securities 
so issued or sold pursuant to such plan does not have the 
effec t of increasing the ratio of senior securities representing 
indebtedness to the securities representing stock cr the ratio 
of senior securities representing stock to securities junior 
thereto when compared with such ratios as they existed 
before such reorganizatio1 

(f) (1) It shal | unlaw ful for any registered open end com- 
pany to issue any class of senior security or to sell any senior 
security of which it is the issuer, except that any such registered com- 
pany shall be permitted to borrow from any bank: Provided, That 
immediately after any such borrowing there is an asset coverage of 
at least 300 per centum for all borrowings of such registered com- 
pany: And prays further, That in the event that such asset 
coverage shall at any time fall below 300 per centum such registered 
company hall. Site three days thereafter (not including Sundays 
and holidays) or such longer period as the Commission may pre 
scribe by rules and regulations, reduce the amount of its borrowings 
to an extent that the asset coverage of such borrowings shall be 
at least 300 per centum. 

(2) “Senior security” shall not, in the case of a registered open- 
end company include a class or classes or a number of series of 
preferred or special stock each of which is preferred over all other 
classes or series In respect ot assets specifically allocated to that class 
or series: P ovided, (A) That such company has outstanding no 
class or series of stock which is not so preferred over all other classes 
or series: or (B) that the only other outstanding class of the issuer’s 
stock consists of a common stock upon which no dividend (other than 
a liquidating dividend) is permitted to be paid and which in the 
aggregate represents not more than one-half of 1 per centum of the 
issuer’s outstanding voting securities. 

(i) Unless otherwise pear “Senior security” means any 
bond, debenture, note, or similar obligation or instrument constituit- 
ing a security and evidencing indicbtadaced and any stock of a class 
having priority over any other class as to distribution of assets or 
payment of dividends; and “senior security representing indebted- 
ness” means any senior secu ity other than stock. 

The term “senior security”, when used in subparagraphs (B) and 
(C) of paragraph (1) of subsection (a), shall not include any 
promissory note or other evidence of indebtedness issued m con- 
sideration of any loan, extension, or renewal thereof, made by a 
bank or other person and privately arranged, and not intended to 
be publicly distributed; nor shall such term, when used in this 
section 18, include any such promissory note or other evidence of 
indebtedness in any case where such a loan is for temporary pur- 
poses only and in an amount not exceeding 5 per centum of the 


BANK HOLDING LEGISLATION 789 


value of the total assets of the issuer at the time when the loan is 
made. A loan shall be presumed to be for temporary purposes if 
it is repaid within sixty days and is not extended or renewed; 
otherwise it shall be presumed not to be for temporary purposes. 
Any such presumption may be rebutted by evidence. 

(h) “Asset coverage” of a class of senior security representing an 
indebtedness of an issuer means the ratio which the value of the total 
assets of such issuer, less all liabilities and indebtedness not repre- 
sented by senior securities, bears to the aggregate amount of senior 
securities representing indebtedness of such issuer. “Asset coverage” 
of a class of senior security of an issuer which is a stock means the ratio 
which the value of the total assets of such issuer, less all liabilities and 
indebtedness not represented by senior securities, bears to the aggre- 
gate amount of caer securities representing indebtedness of such 
ate plus the a ger gate of the involuntary liquids ition preference of 

ior security which is a stock. The involuntary liqui- 
dation preference of a class of senior security which is a stock shall be 
deemed to mean the amount to which such class of senior security 
would be entitled on involuntary liquidation of the issuer in 
preference to a security junior to it. 

(i) Except as provided in subsection (a) of this section, or as other- 
wise required by law, every share of stock hereafter issued by a regis- 
tered management company (except a common-law trust of the char- 
acter described in section 16 (b) ) shall be a voting stock and have 
i al voting rights with every other outstanding voting stock: Pro- 

ded, That this subsection shall not apply to shares issued pursuant to 
th e terms of any warrant or subscription right outstanding on March 
15, 1940, or any firm contract entered into before March 15, 1940, to 
purchase such securities from such company nor to shares issued in 
accordance with any rules, regulations, or orders which the Commis- 
sion may make permitting such issue. 

(j) Notwithstanding any provision of this title, it shall be unlawful, 
after the date of enactment of this title, for any registered face-amount 
certificate company— 

(1) to issue, except in accordance with such rules, regulations, or 
orders as the Commission may prescribe in the public interest or 
as necessary or appropriate for the protection of investors, any 
security other than (A) a face-amount certificate; (B) a common 
stock having a par value and being without preference as to divi- 
dends or distributions and hav ing at least equal voting rights with 
any outstanding security of such eee or (C) dot term 
payment or promissory notes or other indebtedness issued in con- 
sideration of any loan, extension, or renewal thereof, made by 
bank or other person and privately arranged and not intended 
to be pub myely offered ; 

(2) if such company has outstanding any security, other than 
such face-amount certificates, common stock, eee notes, 
or other evidence of indebtedness, to make any distribution o1 
declare or pay any dividend on any capital security in contra- 
vention of such rules and alates or orders as the Commis 
sion may prescribe in the public interest or as necessary or appro 
priate for the protection of investors or to insure the financial 
integrity of such company, to prevent the impairment of the 


such class of sen 








790 BANK HOLDING LEGISLATION 


company’s ability to meet its obligations upon its face-amount 
certificates; or 

(3) to issue any of its securities except for cash or securities 
including securities of which such company is the issuer. 


DIVIDENDS 


Sec. 19. It shall be unlawful for any registered investment com- 
pany to pay any dividend, or to make any distribution in the nature 
of a dividend payment, wholly or partly from any source other 
than— 

(1) such company’s accumulated undistributed net income, 
determined in accordance with good accounting practice and not 
including profits or losses realized upon the sale of securities or 
other properties; or 

(2) such company’s net income so determined for the current 
or preceding fiscal year; 

unless such payment is accompanied by a written statement which 
adequately discloses the source or sources of such payment. The 
Commission may prescribe the form of such statement by rules and 
regulations in the public interest and for the protection of investors. 


PROXIES; VOTING TRUSTS; CIRCULAR OWNERSHIP 


Sec. 20. (a) It shall be unlawful for any person, by use of the 
mails or any means or instrumentality of interstate commerce or 
otherwise, to solicit or to permit the use of his name to solicit any 
proxy or consent or authorization in respect of any security of which 
a registered investment company is the issuer in contravention of 
such rules and regulations as the Commission may prescribe as neces- 
sary or appropriate in the public interest or for the protection of 
investors. 

(b) It shall be unlawful for any registered investment company 
or affiliated person thereof, any issuer of a voting-trust certificate 
relating to any security of a registered investment company, or any 
underwriter of such a certificate, by use of the mails or any means 
or instrumentality of interstate commerce, or otherwise, to offer for 
sale, sell, or deliver after sale, in connection with a public offering, 
any such voting-trust certificate. The prohibitions of this subsec- 
tion shall not apply to a class of voting-trust certificates, if any 
certificate of such class was made the subject of a public offering by 
the issuer or by or through an underwriter prior to March 15, 1940. 

(c) No registered investment company shall purchase u.ny voting 
security if, to the knowledge of such registered company, cross- 
ownership or circular ownership exists, or after such acquisition will 
exist, between such registered company and the issuer of such 
security. Cross-ownership shall be deemed to exist between two 
companies when each of such companies beneficially owns more than 
8 per centum of the outstanding voting securities of the other com- 
pany. Circular ownership shall be deemed to exist between two 
companies if such companies are included within a group of three 
or more companies, each of which— 
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(1) beneficially owns more than 3 per centum of the out- 
standing voting securities of one or more other companies of 
the group; and 

(2) has more than 3 per centum of its own outst: — voting 
securities beneficially owned by another company, or by eac h 
of two or more other companies, of the group. 

(d) If on the effective date of this title cross-ownership or cir- 
cular ownership exists between a registered investment company and 
any other company or companies, it shall be the duty of such regis- 
tered company, within five years after such effective date, to eliminate 
such cross-ownership or circular ownership. If at any time after 
the effective date of this title cross-ownership or circular ownership 
between a registered investment company and any other company or 
companies comes into existenc e upon the pure hase by a registered 
wehpoee wer company of f the securities of shader company, it shall 
be the duty of such registered company, within one year after it first 
knows of the existence of such cross-ownership or circular ownership, 
to eliminate the same. 

LOANS 


Sec. 21. It shall be unlawful for any registered management com- 
pany to lend money or property to any person, directly or indirectly, 
if— 

(a) the investment policies of such registered company, as 
recited in its registration statement and reports filed under this 
title, do not permit such a loan; or 

(b) such person controls or is under common control with such 
registered company; except that the provisions of this para- 
graph shall not apply to the extension or renewal of any such 
loan made prior to March 15, 1940, or to any loan from a reg- 
istered company to a company which owns all of the outstand- 
ing securities of such registered company, except directors’ 
qualifying shares. 


DISTRIBUTION, REDEMPTION, AND REPURCHASE OF REDEEMABLE 
SECURITIES 


Src. 22. (a) A securities association registered under section 15A 
of the Securities Exchange Act of 1934 may prescribe, by rules 
adopted and in effect in accordance with said section and subject to 
all provisions of said section applicable to the rules of such an 
association— 

(1) a method or methods for computing the minimum price at 
which a member thereof may purchase from any investment 
company any redeemable security issued by such company and 
the maximum price at which a member may sell to such com- 
pany any redeemable security issued by it or which he may 
receive for such security upon redemption, so that the price in 
each case will bear such relation to the current net asset value of 
such security computed as of such time as the rules may pre- 
scribe; and 

(2) a minimum period of time which must elapse after the 
sale or issue of such security before any resale to such com- 
pany by a member or its redemption upon surrender by a 
member; 
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in each case for the purpose of eliminating or reducing so far as 
reasonably practicable any dilution of the value of other outstanding 
securities of such company or any other result of such purchase, 
redemption, or sale which is unfair to holders of such other out 
standing securities; and said rules may prohibit the members of the 
association from purchasing, selling, or surrendering for redemption 
any such redeemable securities in contravention of said rules. 

(b) Such a securities association may also, by rules adopted and 
in effect in accordance with said section 15A, and subject to all 
provisions of said section applicable to the rules of such an associa- 
tion, prohibit its members trom purchasing, In connection with a 
primary distribution of redeemable securities of which any regis- 
tered investment company is the issuer, any such security from tl 
issuer or from any principal underwriter except at a price equal to 


the price at which such security is then offered to the public less a 


commission, discount, or spread which Is computed li contormity 


is 


with a method or methods. and within such limitations as to the 
relation thereof to said public offering price as such rules may pre- 
scribe, in order that the price at which such security is offered or 
sold to the puplii shall not include in unconscionable or grossly 
excessive sales load. 

(cc) After one year Tron the effective date of thi: Act, the (‘om 
mission may make rules and regulations applicable to principal 


} 


underwriters of. and dealers in, the redeemable securities of am 


registered Investment company, whether or not members of any 
registered securities association, to the same extent, covering the 
same subject matter and for the accomplishment of the same ends 
as are prescribed in subsections (a) and (b) of this section in 
respect of the rules which n Ay be made by a registered securities 
association governing its members; and any rules and regulations so 
made by the Commission, to the extent that hey may be inconsistent 
with the rules of iny such association, shall so long as they remain 
in force supersede the rules of the association and be binding upon 
its members as well as all other underwriters and dealers to whom 
they may be applicable. 

(d) No registered investment company shall sell any redeemable 
an. her to or through a 
principal underwriter for distribution or at a current public offering 
price described in the prospectus, and, if such class of security is 


security issued by it to any person except ei 


being currently offered to the public by or through an underwriter, 
no principal underwriter of such security and no dealer shall sell any 
such security to any person except a dealer, a ncipal underwriter 
or the issuer, except at a current public offering price described in 
the prospectus: P ided, however, That nothing in this subsection 
shall prevent a sale made (1) pursuant to an offer of exchange per- 
mitted by section 11 hereof including any offer made pursuant to 
clause (1) or (2) of section 11 (b); (ii) pursuant to an offer made 
solely to all registered holders of the securities, or of a particular 


class or series of securities issued by the company proportionate to 
their holdings or proportionate to any cash distribution made to 
them by the company (subject to appropriate qualifications designed 


( 
solely to avoid issuane e of frac tio} al Sec uriti¢ Sle OL (111) in accord 
ance with rules and regulations of the Commission made pursuant 
to subsection (b) of section 12. 
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(e) No registered investment company shall suspend the right of 
redemption or postpone the date of payment or satisfaction upon 
redemption of any redeemable security in accordance with its terms 
for more than seven days after the tender of such security to the 
company or its agent designated for that purpose for redemption 
except— 

(1) for any period (A) during which the New York Stock 
Exchange is closed other than customary week-end and holiday 
closings or (B) during which trading on the New York Stock 
Exchange is restricted ; 

(2) for any period during which an emergency exists as a result 
of which (A) disposal by the company of securities owned by it 
is not reasonably practicable or (B) it is not reasonably practi- 
cable for such company fairly to determine the value of its net 
assets 5 or 

(3) for such other periods as the Commission may by order 
permit for the protection of security holders of the company. 

The Commission shall by rules and regulations determine the condi- 
tions under which (i) trading shall be deemed to be restricted and 
(ii) an emergency shall be deemed to exist within the meaning of this 
subsection. Any company which, as of March 15, 1940, was required 
by provision of its charter, certificate of incorporation, articles of 
association, or trust indenture, or of a bylaw or regulation duly 
adopted thereunder, to postpone the date of payment or satisfaction 
upon redemption of redeemable securities issued by it, shall be 
exempt from the requirenients of this subsection; but such exemption 
shall terminate upon the expiration of one year from the effective 
date of this title, or upon the repeal or amendment of such provision, 
or upon-the sale by such company after March 15, 1940, of any 
security (other than short-term paper) of which it is the issuer, 
whichever first occurs. 

(f) Noregistered open-end company shall restrict the transferability 
or negotiability of any security of which it is the issuer except in con- 
formity with the statements with respect thereto contained in its 
registration statement nor in contravention of such rules and regula- 
tions as the Commission may prescribe in the interests of the holders 
of all of the outstanding securities of such investment company. 

(g) No registered open-end company shall issue any of its securities 
(1) for services; or (2) for property other than cash or securities 
(including securities of which such registered company is the issuer), 
except as a dividend or distribution to its security holders or in con- 
nection with a reorganization. 


DISTRIBUTION AND REPURCHASE OF SECURITIES: CLOSED-END COMPANIES 


Src. 23. (a) No registered closed-end company shall issue any of 
its securities (1) for services; or (2) for property other than cash 
or securities (including securities of which such registered company 
is the issuer), except as a dividend or distribution to its security 
holders or in connection with a reorganization. 

(b) No registered closed-end company shall sell any common stock 
of which it is the issuer at a price below the current net asset value 
of such stock, exclusive of any distributing commission or discount 
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(which net asset value shall be determined as of a time within forty- re 
eight hours, excluding Sundays and holidays, next preceding the bee 
time of such determination), except (1) in connection with an offer we 
ing to the holders of one or more aes of its capital stock; (2) 
with the consent of a majority of its common stockholders; (3) upon 
conversion of a convertible sec urity in accordance with its terms; (4) 
upon the exercise of any warrant outstanding on the date of enact- US 
ment of this Act or issued in accordance with the provisions of Co 
section 18 (d); or (5) under such other circumstances as the Com- mi 
mission may permit by rules and regulations or orders for the the 
protection of investors. 2 
(c) No registered closed-end company shall purchase any securities = 
of any class of which it is the issuer except— tit! 
(1) on a securities exchange or such other open market as - 
no Commission may designate by rules and regulations or a 
orders: Provided, That if such securities are stock, such regis of 
mbt company shall, within the preceding six months, have 
informed stockholders of its intention to purchase stock of such th 
class by letter or report addressed to stockholders of such class; = 
- pa 
(2) pursuant to tenders, after reasonable opportunity to sub- of 
mit tenders given to all holders of securities of the class to be = 
pure hased; or = 
(3) under such other circumstances as the Commission may - 
permit by rules and regulations or orders for the protection of of 


investors in order to insure that such purchases are made in a 
manner or on a basis which does not unfairly discriminate 
against any holders of the class or classes of securities to be 
purchased. 


in 
m 
REGISTRATION OF SECURITIES UNDER SECURITIES ACT OF 1933 p 
Sec. 24. (a) In registering under the Securities Act of 1933 any Pp 
security of which it is the issuer, a registered investment company, fi 
in lieu of furnishing a registration statement containing the informa “ 
tion and documents specified in schedule A of said Act, may file a " 
registration statement containing the following information and : 
documents: . 
(1) such copies of the registration statement filed by such : 
company under this title, and of such reports filed by such com- fi 
pany pursuant to section 30 or such copies of portions of such 
registration statement and reports, as the Commission shall : 
designate by rules and regulations; and : 
(2) such additional information and documents (including a : 
prospectus) as the Commission shall prescribe by rules and regu- 7 
lations as necessary or appropriate in the public interest or for : 
the protection of investors. ; 
(b) It shall be unlawful for any of the following companies, or 
for any underwriter for such a company, in connection with a public | 


offering of any security of which such company is the issuer, to make 
use of the mails or any means or instrumentalities of interstate com- 
merce, to transmit any advertisement, pamphlet, circular, form letter, 
or other sales literature addressed to or intended for distribution to 
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prospective investors unless three copies of the full text thereof have 
been filed with the Commission or are filed with the Commission 
within ten days thereafter: 

(1) any registered open-end company; 

(2) any registered unit investment trust; or 

(3) any registered face-amount certificate company. 

(c) In addition to - pontes relative to prospectuses granted the 
Commission by section ) of the Securities Act of 1933, the Com- 
mission is authorized to Suidien by rules and regulations or order, 
that the information contained in any prospectus relating to any 
periodic payment plan certificate or face-amount certificate registered 
under the Securities Act of 1933 on or after the effective date of this 
title be presented in such form and order of items, and such prospectus 
contain such summaries of any portion of such information, as are 
necessary or appropriate in the public interest or for the protection 
of investors. 

(d) The exemption provided by paragraph (8) of section 3 (a) of 
the Securities Act of 1933 shall not apply to any security of which 
an investment company is the issuer. The exemption provided by 
paragraph (11) of said section 3 (a) shall not apply to any security 
of which a registered investment company is the issuer, except a 
security sold or disposed of by the issuer or bona fide offered to the 
public prior to the effective date of this title, and with respect to a 
security so sold, disposed of, or offered, shall not apply to any new 
oO ffering thereof on or after the effective date of this title. 


PLANS OF REORGANIZATION 


Src. 25. (a) Any person who, by use of the mails or any means or 
instrumentality of interstate commerce or otherwise, solicits or per- 
mits the use of his name to solicit any proxy, consent, authorization, 
power of attorney, ratification, deposit, or dissent in respect of any 
plan of reorganization of any registered investment company shall 
file with, or mail to, the Commission for its information, within 
twenty-four hours after the commencement of any such solicitation, 
a copy of such plan and any deposit agreement relating thereto and 
of any proxy, consent, authorization, power of attorney, ratification, 
instrument of deposit, or instrument of dissent in respect thereto, if 
or to the extent that such documents shall not already have been 
filed with the Commission. 

(b) The Commission is authorized, if so requested, prior to any 
solicitation of security holders with respect to any plan of reor- 
ganization, by any registered investment company which is, or any 
of the securities of which are, the subject of or is a participant in 
any such plan, or if so requested by the holders of 25 per centum 
of any class of its outstanding securities, to render an advisory report 
in respect of the fairness of any such plan and its effect upon any 
class or classes of security hok ders. In such event any registered 
investment company, in respect of which the Commission shall have 
rendered any such advisory report, shall mail promptly a copy of 
such advisory report to all its security holders affected by any such 
ylan: Provided, That such advisory report shall have been received 
& it at least forty-eight hours (not including Sundays and holi- 
days) before fina] action is taken in relation to such plan at any 
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meeting of security holders called to act in relation thereto, or any 
adjournment of any such meeting, or if no meeting be called, then 
oo to the final date of acceptance of such plan by security holders. 
n respect of securities not registered as to ownership, in lieu of 
mailing a copy of such advisory report, such registered company 
shall publish promptly a statement of the existence of such advisory 
report in a newspaper of general circulation in its principal place of 
business and shall make available copies of such advisory report 
upon request. Notwithstanding the provision of this section the 
Commission shall not render such advisory report although so 
requested by any such investment company or such security holders 
if the fairness or feasibility of said plan is in issue in any proceed- 
ing pending in any court of competent jurisdiction unless such plan 
is submitted to the Commission for that purpose by such court. 

(c) Any district court of the United States in the State of incor- 
poration of a registered investment company or any such court for 
the district in which such company maintains its principal place of 
business is authorized to enjoin the consummation of any plan of 
reorganization of such registered investment company upon proceed- 
ings instituted by the Commission (which is authorized so to pro- 
ceed upon behalf of security holders of such registered company, 
or any class thereof), if such court shall determine any such plan 
to be grossly unfair or to constitute gross misconduct or gross abuse 
of trust on the part of the officers, directors, or investment advisers 
of such registered aoeee. or other sponsors of such plan. 

(d) Nothing contained in this section shall in any way affect or 
derogate from the powers of the courts of the United States and 
the Commission with reference to reorganizations contained in the 
Bankruptcy Act of 1898, as amended. 


UNIT INVESTMENT TRUSTS 


Src. 26. (a) No principal underwriter for or depositor of a regis- 
tered unit investment trust shall sell, except by surrender to ‘the 
trustee for redemption, any security of which such trust is the issuer 
(other than short-term paper), unless the trust indenture, agreement 
of custodianship, or other instrument pursuant to which such security 
is issued— 

(1) designates one or more trustees or custodians, each of 
which is a bank, and provides that each such trustee or custodian 
shall have at all times an aggregate capital, surplus, and undi- 
vided profits of a specified minimum amount, which shall not 
be less than $500,000 (but may also provide, if such trustee or 
custodian publishes reports of condition at least annually, pur- 
suant to law or to the requirements of its supervising or exam- 
ining authority, that for the purposes of this paragraph the 
aggregate capits ul, surplus, and undivided profits of such trustee 
or custodian shall be Seated to be its aggregate capital, surplus, 
and undivided profits as set forth in its most recent report of 
condition so publisl red); 

(2) provides, in substance, (A) that during the life of the 
trust the trustee or custodian, if not otherwise remunerated, may 
charge against and collect from the income of the trust, and 
from the corpus thereof if no income is available, such fees for 
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its services and such reimbursement for its expenses as are pro- 
vided for in such instrument; (B) that no such charge or collec- 
tion shall be made except for services theretofore performed 
or expenses theretofore incurred; (C) that no payment to the 
depositor of or a principal underwriter for such trust, or to 
any affilated person or agent of such depositor or underwriter, 
shall be allowed the trustee or custodian as an expense (except 
that provision may be made for the payment to any such person 
of a fee, not exceeding such reasonable amount as the Commis- 
sion may prescribe as compensation for performing bookkeeping 
and other administrative services, of a character normally per- 
formed by the trustee or custodian itself); and (D) that the 
trustee or custodian shall have possession of all securities and 
other pros erty in which the funds of the trust are invested, all 
funds held for such investment, all equalization, redemption, 
and other special funds of the trust, and all*income upon, accre- 
tions to, and proceeds of such property and funds, and shall 
secregate and hold the same in trust (subject only to the Cape 
and collections allowed under clauses (A), (B), and (C)) until 
ibution thereof to the security aides of the trust; 
3) provides, in substance, that the trustee or custodian shall 
not resign until either (A) the trust has been completely lqui- 
dated and the proceeds of the liquidation distributed to the 
security holders of the trust, or (B) a successor trustee or cus- 
todian, having the qualifications prescribed in paragraph (1), 
has been designated and has accepted such trusteeship or 
ustod ansh P; and 
(4) provides, in substance, (A) that a record will be kept by 

the depositor or an agent of the depositor of the name and 
address of, and the shares issued by the trust and held by, 
every holder of any security issued pursuant to such instrument, 
insofar as such information is known to the de positor or agent; 
and (B) that whenever a security is deposited with the trustee 
in substitution for any security in which such security holder 
has an undivided interest, the depositor or the went of the 
depositor will, within five days ater such substitution, either 
deliver or mail to such security holder a notice of substitution, 
including an identification of the securities eliminated and the 
securities substituted, and a specification of the shares of such 
security holder affected by the substitution. 

(b) In the event that a trust iidenture, agreement of custodian- 


ship, or other instrument pursuant to which securities of a registered 


unit investment trust are issued does not at the effective date of this 
title ex mply with the require ments of subsection (a), such instrument 
will be deemed to meet such requirements if a written contract or 
agreement binding on the parties and embodying such requirements 
has been executed by the depositor on the one a and the trustee 
or custodian on the other ail and three copies of such contract or 
agreement have been filed w ith the Commission. 

(c) Whenever the Commission has reason to believe that a unit 
investment trust is inactive and that its liquidation is in the interest 
of the security holders of such trust, the Commission may file 
complaint seeking the liquidation of such trust in the district court 
of the United States in any district wherein any trustee of such 
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trust resides or has its principal place of business. A copy of such 
complaint shall be served on every trustee of such trust, and notice 
of the proceeding shall be given such other interested persons in 
such manner and at such times as the court may direct. If the 
court determines that such liquidation is in the interest of the secur- 
ity holders of such trust, the court shall order such liquidation and, 
after payment of necessary expenses, the distribution of the pro- 
ceeds to the security holders of the trust in such manner and on 
such terms as may to the court appear equitable. 


PERIODIC PAYMENT PLANS 


Sec. 27. (a) It shall be unlawful for any registered investment 
company issuing periodic payment plan certificates, or for any 
depositor of or underwriter for such company, to sell any such 
certificate, if— 

(1) the sales load on such certificate exceeds 9 per centum of 
the total payments to be made thereon; 

(2) more than one-half of any of the first twelve monthly 
payments thereon, or their equivalent, is deducted for sales load ; 

(3) the amount of sales load deducted from any one of such 
first payments exceeds proportionately the amount deducted 
from any other such payment, or the amount deducted from any 
subsequent payment exceeds proportionately the amount deducted 
from any other subsequent payment; 

(4) the first payment on such certificate is less than $20, or 
any subsequent payment is less than $10; 

(5) if such registered company is a management company, 
the proceeds of such certificate or the securities in which such 
proceeds are invested are subject to management fees (other 
than fees for administrative services of the character described 
in clause (C), paragraph (2), of section 26 (a)) exceeding such 
reasonable amount as the Commission may prescribe, whether 
such fees are payable to such company or to investment advisers 
thereof; or 

(6) if such registered company is a unit investment trust the 
assets of which are securities issued by a management company, 
the depositor of or principal underwriter for such trust, or any 
affiliated person of such depositor or underwriter, is to receive 
from such management company or any affiliated person thereof 
any fee or payment on account of payments on such certificate 
exceeding such reasonable amount as the Commission may 
prescribe. 

(b) If it appears to the Commission, upon application or other- 
wise, that smaller companies are subjected to relatively higher oper- 
ating costs and that in order to make due allowance therefor it is 
necessary or appropriate in the public interest and consistent with 
the protection of investors that a provision or provisions of para- 
graph (1), (2), or (3) of subsection (a) relative to sales load be 
relaxed in the case of certain registered investment companies issuin 
periodic payment plan certificates, or certain specified classes of ch 
companies, the Commission is authorized by rules and regulations or 
order to grant any such company or class of companies appropriate 
qualified exemptions from the provisions of said paragraphs. 
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such (c) It shall be unlawful for any “sap investment company 

notice issuing periodic payment plan certificates, or for any depositor of 

ns 1n or underwriter for such company, to sell any ah certificate, unless— 
the (1) such certificate is a redeemable security; and 

eCUl (2) the proceeds of all payments on such certificate (except 
and, such amounts as are deducted for sales load) are deposited with 
pro a trustee or custodian having the qualifications prescribed in 

id on paragraph (1) of section 26 (a) for the trustees of unit invest- 


ment trusts, and are held by such trustee or custodian under an 
indenture or agreement containing, in substance, the provisions 
required by paragraphs (2) and (3) of section 26 (a) for the 
trust indentures of unit investment trusts. 


ment 
any FACE-AMOUNT CERTIFICATE COMPANIES 
such 
Sec. 28. (a) It shall be unlawful for any registered face-amount 
im of certificate company to issue or se ll any face-amount certific ate, or to 
collect or accept any payment on any such certificate issued by such 
nthly company on or, after the effective date of this title, unless— 
load ; (1) such company, if organized before March 15, 1940, was 
such actively and continuously engaged in selling face-amount cer- 
icted : tificates on and before that date, and has outstanding capital 
1 any stock worth upon a fair valuation of assets not less than $50,000; 
ucted or if organized on or after March 15, 1940, has capital stock 
in an amount not less than $250,000 which has been bona fide 
0, or subscribed and paid for in cash; and 
(2) such company maintains at all times minimum certificate 
any, reserves on all its outstanding face-amount certificates in an 
such aggregate amount calculated and adjusted as follows: 
ther (A) the reserves for each certificate of the installment type 
ribed shall be based on assumed annual, semi-annual, quarterly, or 
such monthly reserve payments according to the manner in which 
ether rross payments for any certificate year are made by the 
‘isers Soler, which reserve payments shall be sufficient in amount, 
as and when accumulated at a rate not to exceed 31% per 
t the centum per annum compounded annually, to provide the 
any, minimum maturity or face amount of the certificate when due. 
any Such reserve payments may be graduated according to cer- 
ceive tificate years so —_ the reserve payment or payments for the 
-reof first oettific ate year shall amount to at least 50 per centum 
icate of the required need annual payment for such year and the 
may reserve payment or payments for each of the second to fifth 
certificate years inclusive shall amount to at least 93 per 
ther- centum of each such year’s required gross annual payment 
yper- and for the sixth and each subsequent certificate year the 
it is reserve payment or payments shall amount to at least 96 per 
with centum of each such year’s required gross annual payment: 
ara- Provided, That such aggregate reserve payments shall amount 
d be to at least 93 per centum of the aggregate gross annual pay- 
uing ments required to be made by the holder to obtain the matur- 
ah ity of the certificate. The company may at its option take as 
is OF loading from the gross payment or payments for a certificate 
riate year, as and when made a the certificate holder, an amount or 


amounts equal in the aggregate for such year to not more than 
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the excess, if any, of the gross payment or payments required 
to be made by the holder for such year, over and above the per- 
centage of the gross annual payment required herein for such 
year for reserve purposes. Such loading may be taken by the 
company prior te or after the setting up of the reserve pay- 
ment or payments for such year and the reserve payment or 
payments for such year may be graduated and adjusted to 
correspond with the amount of the gross payment or payments 
made by the certificate holder for such year less the loading so 
taken ; 

(B) if the foregoing minimum percentages of the gross 
annual payments required under the provisions of such cer- 
tificate should pd e reserve payments larger than are 
necessary at 3! pe centum per annum compounded annu- 
ally to provide t he minimum maturity or face amount of 
the certificate when due, the reserve shall be based upon 
reserve payments accumulated as provided under preceding 
subparagraph (A) of this subsection except that in lieu of 
the 314 per centum rate specified therein, such rate shall be 
lowered 7 the minimum rate, expressed in multiples of one- 
eighth of 1 per centum, which will accumulate such reserve 
payments to the maturity value when due; 

(C) if the actual annual gross payment to be made by the 
certificate holder on any certificate issued prior to or after 
the effective date of this Act is less than the amount of any 
assumed reserve payment or payments for a certificate year, 
such company shall maintain as a part of such minimum 
certificate reserves a deficiency reserve equal to the total 
present value of future deficiencies in the gross payments, 
calculated at a rate not to exceed 314 per centum per annum 
compounded annually; 

(D) for each certificate of the installment type the amount 
of the reserve shall at any time be at least equal to (1) the 
then amount of the reserve payments set up under section 
28 (a) (2) (A) or (B); (2) the accumulations on such 
reserve payments as rates under subparagraphs (A) or 
(B) of this paragraph (2) ; (3) the amount of any deficiency 
reserve required under su doar graph (C) hereof; and (4) 
such amount as shall have been credited to the account of 
each certificate holder in the form of any credit, or any 
dividend, or any interest in addition to the minimum matur- 
ity amount specified in such certificate, plus any accumula- 
tions on any amount or amounts so credited, at a rate not 
exceeding 314 per centum per annum compounded annually ; 

(E) for each certificate which is fully paid, including any 
fully paid obligations resulting from or effected upon the 
maturity of the previously issued certificate, and for each 
paid-up certificate issued as provided in subsection (f) of 
this section pricr to maturity, the amount of the reserve 
shall at any time be at least equal to (1) such amount as 
and when accumulated at a rate not to exceed 314 per centum 
per annum compounded annually, will provide the amount 
or amounts payable when due and (2) such amount as shall 
have been credited to the account of each such certificate 
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holder in the form of any credit, or any dividend, or any 
interest in addition to the minimum maturity amount speci- 
fied in the certificate, plus any accumulations on any amount 
or amounts so credited, at a rate not exceeding 314 per 
centum per annum compounded annually; 

(F) for each certificate of the installment type under 
which gross payments have been made by or credited to the 
holder thereof covering a payment period or periods or any 
part thereof beyond the then current payment period as 
defined by the terms of such certificate, and for which period 
or periods no reserve has been set up under subparagraph 
(A) or (B) hereof, an advance payment reserve shall be 
set up and maintained in the amount of the present value 
of any such unapplied advance gross payments, computed 
at a rate not to exceed 31% per centum per annum com- 
pounded annually; 

(G) such appropriate contingency reserves for death and 
disability benefits and for reinstatement rights on any such 
certificate providing for such benefits or rights as the Com- 
mission shall prescribe by rule, regulation, or order based 
upon the experience of face-amount companies in relation 
to such contingencies. 

At no time shall the aggregate certificate reserves herein required 
by subparagraphs (A) to (IF), inclusive, be less than the aggregate 
surrender values and other amounts to which all certificate holders 
may be then entitled. 

For the purpose of this subsection (a), no certificate of the install- 
ment type shall be deemed to be outstanding if before a surrender 
value has been attained the holder thereof has been in continuous 
default in making his payments thereon for a period of one year. 

(b) It shall be unlawful for any registered face-amount certificate 
company to issue or sell any face-amount certificate, or to collect or 
accept any payment on any such certificate issued by such company 
on or after the effective date of this title, unless such company has, 
in cash or qualified investments, assets having a value not less than 
the aggregate amount of the capital stock requirement and certifi- 
cate reserves as computed under the provisions of subsection (a) 
hereof. As used in this subsection, “qualified investments” means 
investments of a kind which life-insurance companies are permitted 
to invest in or hold under the provisions of the Code of the District 
of Columbia as heretofore or hereafter amended, and such other 
investments as the Commission shall by rule, regulation, or order 
authorize as qualified investments. Such investments shall be valued 
in accordance with the provisions of said Code where such provi- 
sions are applicable. Investments to which such provisions do not 
apply shall be valued in accordance with such rules, regulations, or 
orders as the Commission shall prescribe for the protection of 
investors 

(c) The Commission shall by rule, regulation, or order, in the 
public interest or for the protection of investors, require a registered 
face-amount certificate company to deposit and maintain, upon such 
terms and conditions as the Commission shall prescribe and as are 
appropriate for the protection of investors, with one or more insti- 
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tutions having the qualifications required by paragraph (1) of sec- 
tion 26 (a) for a trustee of a unit investment trust, all or any part 
of the investments maintained by such company as certificate reserve 
requirements under the provisions of subsection (b) hereof: Pro- 
vided, however, That where qualified investments are maintained on 
deposit by such company in respect of its liabilities under certificates 
issued to or held by residents of any State as required by the a 
of such State or by any order, regulation, or requirement of sucl 
State or any official or agency thereof, the amount so on deposit, but 
not to exceed the amount of reserves ee by subsection (a) 
hereof for the certificates so issued or held, shall be deducted from 
the amount of qualified investments that may be required to be 
deposited hereunder. 

Assets which are qualified investments under subsection (b) and 
which are deposited under or as permitted by this subsection (c), 
may be used and shall be considered as a part of the assets required 
to be maintained under the provisions of said subsection (b). 

(d) It shall be unlawful for any registered face-amount certificate 
company to issue or sell any face-amount certificate, or to collect or 
accept any payment on any such certificate issued by such company 
on or after the effective date of this title, unless such certificate con- 
tains a provision or provisions to the effect— 

(1) that, in respect of any certificate of the installment type, 
during the first certificate year the holder of the certificate, upon 
surrender thereof, shall be entitled to a value payable in cash 
not less than the reserve payments as specified in subparagraph 
(A) or (B) of paragraph (2) of subsection (a) and at the end 
of such certificate year, a value payable in cash at least equal to 
50 per centum of the amount of the gross annual payment 
required thereby for such year; 

(2) that, in respect of any certificate of the installment type, 
at any time after the expiration of the first certificate year and 
prior to maturity, the holder of the certificate, upon surrender 
thereof, shall be entitled to a value payable in cash not less than 
the then amount of the reserve for such certificate required by 
numbered items (1) and (2) of subparagraph (D) of paragraph 
(2) subsection (a) hereof, less a surrender charge that shall not 
exceed 2 per centum of the face or maturity amount of the cer- 
tificate, or 15 per centum of the amount of such reserve, which- 
ever is the lesser, but in no event shall such value be less than 
50 per centum of the amount of such reserve. The amount of 
the surrender value for the end of each certificate year shall be 
set out in the certificate; 

(3) that, in respect of any certificate of the installment type, 
the holder of the certificate, upon surrender thereof for cash or 
upon receipt of a paid-up certificate as provided in subsection 
(f) hereof, shall be entitled to a value payable in cash equal to 
the then amount of any advance payment reserve under such 
certificate required by subparagraph (F) of paragraph (2) of 
subsection (a) hereof in addition to any other amounts due the 
holder hereunder; 

(4) that at any time prior to maturity, in respect of any 
certificate which is fully paid, the holder of the certificate, 
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upon surrender thereof, shall be entitled to a value payable in 
cash not less than the then amount of the reserve for such 
certificate required by item (1) of subparagraph (E) of para- 
graph (2) of subsection (a) hereof, less a surrender charge that 
shall not exceed 2 per centum of the face or maturity amount 
of the certificate, or 15 per centum of the amount of such 
reserve, whichever is the lesser: Provided, however, That such 
surrender charge shall not apply as to any obligations of a fully 
paid type resulting from the maturity of a previously issued 
certificate. The amount of the surrender value for the end of 
each certificate year shall be set out in the certificate; 

(5) that in respect of any certificate, the holder of the cer- 
tificate, upon maturity, upon surrender thereof for cash or upon 
receipt of a paid-up certificate as provided in subsection (f) 
hereof, shall be entitled to a value payable in cash equal to the 
then amount of the reserve, if any, for such certificate required 
by item (4) of subparagraph (D) of paragraph (2) of subsec- 
tion (a) hereof or item (2) of subparagraph ( E) of paragré aph 
(2) of subsection (a) hereof in addition to any other-amounts 
due the holder hereunder. 

The term “certificate year” as used in this section in respect of 
any certificate of the installment type means a period or periods 
for which one year’s payment or payments as provided by the cer- 
tificate have been made thereon by the holder and the certificate 
maintained in force by such payments for the time for which the 
same have been made, and in respect of any certificate which is fully 
paid or paid-up means any year ending on the anniversary of the 
date of issuance of the certificate. 

Any certificate may provide for loans or advances by the company 
to the certificate holder on the security of such certificate upon terms 
prescribed therein but at an interest rate not exceeding 6 per centum 
per annum. The amount of the required reserves, deposits, and the 
surrender values thereof available to the holder may be adjusted to 
take into account any unpaid balance on such loans or advances and 
interest thereon, for the purposes of this subsection and subsections 
(b) and (c) hereof. 

Any certificate may provide that the company at its option may, 
prior to the maturity thereof, defer any payment or payments to the 
certificate holder to which he may be entitled under this subsection 
(d), for a period of not more than thirty days: Provided, That in 
the event such option is exercised by the company, interest shall 
accrue on any payment or payments due to the holder, for the period 
of such deferment at a rate equal to that used in accumulating the 
reserves for such certificate: And provide ad further. That the Com- 
mission may, by rules and regulations or orders in the public interest 
or for the protection of investors, make provision for any other defer- 
ment upon such terms and conditions as it shall prescribe. 

(e) It shall be unlawful for any registered face-amount certificate 
company to issue or sell any face-amount certificate, or to collect or 
accept any payment on any such certific te, issued by such company 
on or after the effective date of this title, which certificate makes the 
holder liable to any legal action or anes for any unpaid amount 
on such certificate. 
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(f) It shal) be unlawful for any registered face-amount certificate 
company to issue or sell any face-amount certificate, or to collect or 
accept any payment on any such certificate issued by such company 
on or after the effective date of this title, (1) unless such face- 
amount certificate contains a provision or provisions to the effect 
that the holder shall have an optional right to receive a paid-up 
certificate in lieu of the then attained cash surrender value provided 
therein and in the amount of such value plus accumulations thereon 
at a rate to be specified in the paid-up certificate equal to that used 
in ere the reserve on the original certificate under subpara- 
graph (A) or (B) of paragraph (2) of subsection (a) of this section, 
such paid-up certificate to ; become due and payable at the end of a 
riod equal to the balance of the term of such original certificate 
itor maturity; and during the period prior to maturity such 
paid-up certificate shall have a cash value upon surrender thereof 
equal to the then amount of the reserve therefor; and (2) unless 
such face-amount certificate contains a further provision or pro- 
visions to the effect that if the holder be in continuous default in his 
yayments on such certificate for a period of six months without 
lexine exercised his option to receive a paid-up certificate, as herein 
provided, the company at the expiration of such six months shall pay 
the surrender value in cash if such value is less than $100 or if 
such value is $100 or more shall issue such paid-up certificate to 
such holder and such payment or issuance, plus the payment of all 
other amounts to which he may be then entitled under the original 
certificate, shall operate to cancel his original certificate: Provided, 
That in lieu of the issuance of a new paid-up certificate the original 
certificate may be converted into a paid-up certificate with the same 
effect; and (3) unless, where such certificate provides, in the event 
of default, for the deferment of payments thereon by the holder or 
of the due dates of such payments or of the maturity date of the 
certificate, it shall also provide in effect for the right of reinstatement 
by the holder of the certificate after default an id for an option in 
rr holder, at the time of reinstatement, to make up the payment 
r payments for the default period next preceding such reinstatement 
with interest thereon not exceeding 6 per centum per annum, with 
the same effect as if no such default in making such payments had 
occurred, 

The term “default” as used in this subsection (f) shall, without 
restricting its usual meaning, include a failure to make a payment or 
payments as and when provided by the certificate. 

(g) The foregoing provisions of this section shall not apply to a 
face-amount certificate company which on or before the effective date 
of this Act has discontinued the offering of face-amount certificates 
to the public and issues face-amount certificates only to the holders of 
certificates previously issued pursuant to an obligation expressed or 
implied in such certificates. 

(h) It shall be unlawful for any registered face-amount certificate 
company which does not maintain the minimum certificate reserve on 
all its outstanding face-amount certificates issued prior to the effective 
date of this Act, in an aggregate amount calculated and adjusted as 
provided in section 28, to declare or pay any dividends on the shares 
of such company for or during any calendar year which shall exceed 
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one-third of the net earnings for the next preceding calendar year o1 
which shall exceed 10 per centum of the aggregate net earnings for = 
next preceding five calendar years, whichever is the lesser amount, 

any dividend which shall have been forbid den by the Com Mission 
pursuant to the provision of the next sentence of this paragraph. At 
least thirty days before such compat \ shall declare, pay, or listribute 
anv dividend, it shall give the Commission written notice of its inten- 
tion to declare, pay, or distribute the same; and if at any time it shall 
appear to the Commission that the declaration. payment oO! distribu 
ee i any dividend for or during any or vear might impau 


the financial integrity of such vi tal or its ability to meet its lia 
Silttion under its outstanding face-amount certificates, it ma DY order 


forbid the declaration, distribution, or mnie of any such div dena 


BANKRUPTCY OF FACE-AMOUNT CERTIFICATE COMPANIES 


Sec. 29. (a) Section 67 of an Act entitled “An Act to establish 
uniform system of bankruptcy throughout the United States” 
approved July 1, 1898, as amended, is amended by adding at the end 
thereof the following: 

ee. th) For the purposes of, and exclusively applicable to, this 
subdivision f (a) ‘debtor’ shall mean a face-amount certificate com- 
pany as defined in section 4 of the Investment Company Act of 1940 
(b) ‘face-amount certificate’ shall mean a face-amount certificate as 
defined in section 2 of the Investment Compa \ Act of 1940; (c) 
‘depositary’ is a person or State agency with whom securities or other 
property of a debtor is deposited or to whom property of a debtor 
is transferred, in trust or otherwise, pursuant to the requirements of 
a State law or an agreement by the debtor providing for the distribu 
tion of such property or its yroceeds to credi tors or securit 7 Meebo 
of the debtor in the event of the insolvency of the debtor or under 
other specified circumstances; (d) ‘deposit creditor’ is a creditor who, 
under the provisions of a State law or agreement providing for a 
deposit with or transfer to a depositary, has rights as to the secur! 
ties or property so deposited or transferred which exceed the rights 
of a general creditor; and (e) ‘State agency’ is an official or agency 
of a State designated to act as depositary or to distribute property, 
or the proceeds of property held by a depositary. 

“(2) Every deposit or transfer of securities or other property mace 
by or on behalf of a debtor with or to any depositary for the benefit 
or protection of or to secure the holder of any security sold by or 
on behalf of the debtor on or after January 1, 1941, shall be voidable 
as against the trustee of such debtor if the property of the estate is 
insufficient for the full payment and discharge of all claims on 
account of all face-amount certificates sold by or on behalf of th 
debtor. and Sut h deposit or transfer and every lien created the reby 
shall thereupon be avoided by the trustee subject to the provisions 
of paragraph 3 of this subdivision f. 


“(3) In the event any deposit or transfer desc ibed 1 paragraph 
2 of this subdivision f shall be avoided the truste: shall segregate 
the property rece shied by the trustee from the depositary and aban 
the same with the costs and expenses of maintenance and liquidation 


end distribute the net proceeds thereof to the creditors who Seen 


have been entitled thereto under the provisions of the law or agree- 
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ment providing for the deposit or transfer of the property, and each 
such creditor shall thereafter be entitled to dividends from the estate 
only after all creditors of the same rank shall have received the 
Same percentage. 

“(4) The court shall have summary jurisdiction of any proceed- 
ings to hear and determine the rights of any parties under this 
subdivision f and to hear and determine the sufficiency of the prop- 
erty of the estate for the full payment and discharge of all claims 
on account of all face-amount certificates sold by or on behalf of the 
debtor. Due notice of any hearing in such proceedings ‘shall be 
given to every depositary and State agency which is a party in 
interest. 

“(5) Where the provisions of subsection (c) of section 28 are not 
applicable, the provisions of this section will not apply.” 

(b) Section 44 of seid Act of July 1, 1898, as amended, is amended 
by adding at the end of subdivision (a) thereof the foilowing 
sentence: 

“If the bankrupt is a face-amount certificate company, as defined 
in section 4 of the Investment Company Act of 1940, the court 
alone shall make the appointment; but the court sha!l not make 
such appointment without first notifying the Securities and 
Exchange Commission and giving it an opportunity to be heard.” 


PERIODIC AND OTHER REPORTS; REPORTS OF AFFILIATED PERSONS 


Src. 30. (a) Every registered investment company shall file annu- 
ally with the Commission such information, documents, and reports 
as investment companies having securities registered on a national 
securities exchange are required to file annually pursuant to section 
13 (a) of the Securities Exchange Act of 1934 and the rules and 
regulations issued thereunder. 

(b) Every registered investment company shall file with the 
Commission— 

(1) such information and documents (other than financial 
statements) as the Commission may require, on a semi-annual 
or quarterly basis, to keep reasonably current the information 
and documents contained in the registration statement of such 
company filed under this title; and 

(2) copies of every periodic or interim report or sunilar com- 
munication containing financial statements and transmitted to 
any class of such company’s security holders, such copies to be 
filed not later than ten days after such transmission. 

Any information or documents contained in a report or other com- 
munication to security holders filed pursuant to paragraph (2) may 
be incorporated by reference in any report subsequently or con- 
currently filed pursuant to paragraph (1). 

(c) The Commission shall issue rules and regulations permitting 
the filing with the Commission, and with any national securities 
exchange concerned, of copies of periodic reports, or of extracts there- 
from, filed by any registered investment company pursuant to sub- 
sections (a) and (b), in lieu of any reports and documents required 
of such company under section 13 or 15 (d) of the Securities 
Exchange Act of 1934. 
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(d) Every registered investment company shall transmit to its 
stockholders, at least semi-annually, reports containing such of the 
following information and financial statements or their equivalent, 
as of a reasonably current date, as the Commission may prescribe by 
rules and regulations for the protection of investors, which reports 
shall not be misleading in any material respect in the light of the 
reports required to be filed pursuant to subsections (a) and (b) 

(1) a balance sheet accompanied by a statement of the aggre- 
gate value of investments on the date of such balance sheet; 

(2) a list showing the amounts and values of securities owned 
on the date of such balance sheet; 

(3) a statement of income, for the period covered by the 
report, which shall be itemized at least with respect to each 
category of income and expense representing more than 5 per 
centum of total income or expense ; 

(4) a statement of surplus, which shall be itemized at least 
with respect to each charge or credit to the surplus account 
which represents more than 5 per centum of the total charges 
or credits during the period covered by the report; 

(5) a statement of the aggregate remuneration paid by the 
company during the period covered by the report (A) to all 
directors and to all members of any advisory board for regular 
compensation ; (B ) to each director and to each member of an 
advisory board for special compensation; (C) to all officers; 
and (D) to each person of whom any officer or director of the 
company is an affliated person; and 

(6) a statement of the aggregate dollar amounts of purchases 
and sales of investment securities, other than Government securi- 
ties, made during the period covered by the report: 

Provided, That if in the judgment of the Commission any item 
required under this subsection is inapplicable or inappropriate to 
any specified type or types of investment company, the Commission 
may by rules and regulations permit in lieu thereof the inclusion of 
such item of a comparable character as it may deem applicable or 
appropri: ate to such type or types of investment company. 

(e) Financial statements contained in annual reports required 
pursuant to subsections (a) and (d), if required by the rules and 
regulations of the Commission, shall be accompanied by a certificate 
of independent public accountants. The certificate of such inde- 
pendent public accountants shall be based upon an audit not less in 
scope or procedures followed than that which independent public 
accountants would ordinarily make for the purpose of presenting 
comprehensive and dependable financial statements, and shall con- 
tain such information as the Commission may prescribe, by rules 
and regulations in the public interest or for the protection of 
investors, as to the nature and scope of the audit and the findings 
and opinion of the accountants. Each such report shall state that 
such independent public accountants have verified securities owned, 
either by actual examination, or by receipt of a certificate from the 
custodian, as the Commission may prescribe by rules and regulations. 

(f) Every person who is directly or indi rectly the beneficia! 
owner of more than 10 per centum of any class of outstanding securi 
ties (other than short-term paper) of which a registered closed-end 
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company is the issuer or who is an officer, director, member of an 
advisory board, investment adviser, or affiliated person of an invest- 
ment adviser of such a company shall in respect of his transactions 
in any securities of such company (other than short-term paper) be 
subject to the same duties and liabilities as those imposed by section 
16 of the Securities Exchange Act of 1934 upon certain beneficial 
owners, directors, and officers in respect of their transactions in 
certain equity securities, 


ACCOUNTS AND RECORDS 


Sec. 31. (a) Every registered investment company, and every 
underwriter, broker, dealer, or investment adviser which is a major 
ity-owned subsidiary of such a company, s shall maintain and preserve 
for such period or periods as the Commission m: iy prescribe by rules 
and regulations, such accounts, books, and other documents as con 
stitute the record forming the basis for financial statements required 
to be filed pursuant to section 30 of this title, and of the auditor's 
certificates relating thereto. Every investment adviser not a major- 
ity-owned subsidiary of, and every depositor of any registered 
investment company, and every principal underwriter for any regis- 
tered investment company other than a closed-end company, shall 
maintain and preserve for such period or periods as the Commission 
shall prescribe by rules and regulations, such accounts, books, and 
other documents as are necessary or appropriate to record such per- 
son’s transactions with such registered company. 

(b) All accounts, books, and other records, required to be main- 
tained and preserved by any person pursuant to subsection (a), shall 
be subject at any time and from time to time to such reasonable 
periodic, special, and other examinations by the Commission, or any 
member or representative thereof, as the Commission may prescribe. 
Any such person shall furnish to the Commission, within such rea- 
sonable time as the Commission may prescribe, copies of or extracts 
from such records which may be prepared without undue effort, 
expense, or delay, as the Commission may by order require. 

(c) The Commission may, in the public interest or for the pro- 
tection of investors, issue rules and regulations providing for a 
reasonable degree of uniformity in the accounting policies and prin- 
ciples to be followed by regis stered investment companies in main- 
taining their accounting records and in preparing financial state- 
ments required pursuant to this title. 

(d) The Commission, upon application made by any registered 
investment company, may by order exempt a specific transaction or 
transactions from the provisions of any rule or regulation made pur- 
suant to subsection (c), if the Commission finds that such rule or 
regulation should not reasonably be applied to such transaction. 


ACCOUNTANTS AND AUDITORS 


Sec. 32. (a) After one year from the effective date of this title, it 
shall be unlawful for any registered management company or regis- 
tered face-amount certificate company to file with the Commission any 
financial statement signed or certified by an independent public 
accountant, unless— 
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(1) such accountant shall have been selected at a meeting held 
within thirty days before or after the beginning of the fiscal year 
or before the annual meeting of stockholders in that year by a 
majority of those members of the board of directors who are not 
investment advisers of, or afliliated persons of an investment 
adviser of, or officers or employees of, such registered company } 

(2) such selection shall have been submitted for ratification or 
rejection at the next succeeding annual meeting of stockholders 
if such meeting be held, except that any vacancy occurring between 
anuual meetings, due to the death or resignation of the account- 
ant, may be filled by the board of directors; 

(3) the employment of such accountant shall have been con- 
ditioned upon the right of the company by vote of a majority of 
the outstanding voting securities at any meeting called for the 
purpose to terminate such employment forthwith without any 
penalty ; and 

(4) such certificate or report of such accountant shall be 
addressed both to the board of directors of such registered com- 
pany and to the security holders thereof: 

Provided, That if the selection of an accountant has been rejected 
pursuant to paragraph (2) or his employment terminated pursuant 
to paragraph (3) the vacancy so occurring may be filled by a vote of 
a majority of the outstanding voting sec urities, either at the meeting 
at which the rejection or termination occurred or if not so filled then 
it a subsequent meeting which shall be called for the purpose. In 
the case of a common-law trust of the character described in section 
16 (b) no ratification of the employment of such accountant shall 
be required but such employment may be terminated and such 
accountant removed by action of the holders of record of a majority 
of the outstanding shares of beneficial interest in such trust in the 
same manner as is provided in said section 16 (b) in respect of the 
removal of a trustee, and all the provisions therein contained as to 
the calling of a meeting shall be applicable. In the event of such 
termination and removal the vacanc y so occurring may be filled by 
action of the holders of record of a majority of the shares of bene- 
ficial interest either at the meeting, if any, at which such termina- 
tion and removal occurs, or by instruments in writing filed with the 
custodian, or if not so filled within a reasonable time then at a 
subsequent meeting which shall be called by the trustees for the 
purpose. The provisions of paragraph (40) of section 2 (a) as to 
a majority shall be applicable to the vote cast at any meeting of the 
shareholders of such a trust held pursuant to this subsection. 

(b) No registered management company or registered face- 
amount certificate company. shall file with the Commission any finan- 
cial statement in the preparation of which the controller or other 
principal accounting officer or employee of such company partici- 
vated, unless such controller, officer or employee was selected, either 
ts vote of the holders of such company’s voting securities at the last 


annual meeting of such security holders, or by the board of directors 
of such company. 

(c) The Commission is authorized, by rules and regulations or 
order in the public interest or for the protection of investors, to 
require accountants and auditors to keep reports, work sheets, and 








S10 BANK HOLDING LEGISLATION 


other documents and papers relating to registered investment com- 
panies for such period or periods as the Commission may prescribe, 
and to make the same available for inspection by the Commission or 
any member or representative thereof. 


SETTLEMENT OF CIVIL ACTIONS 


Sec. 33. (a) Every registered investment company which is a 
party and every affiliated person of such company who is a party 
defendant to any action or claim by a registered investment com- 
pany or a security holder thereof in a derivative capacity against 
an officer, director, investment adviser, trustee, or depositor of such 
company for an alleged breach of official duty, which such action or 
claim is commenced or asserted after the effective date of this title, 
shall transmit, unless already transmitted to the Commission, the 
documents specified in subsection (b) hereof if— 

(1) such action has been compromised or settled and such 
settlement or compromise has had the approval of a court hav 
ing jurisdiction to approve such settlement or compromise; or 

(2) a verdict has been rendered or final judgment entered on 
the merits in such action. 

(b) Within thirty days after such settlement or compromise, ver- 
dict or final judgment, copies of all pleadings and any written 
record made in such action, together with a statement of the terms 
of settlement or compromise, if such terms be not included in the 
record, shall be transmitted to the Commission; and any information 
contained in any such documents may be used by the Commission in 
connection with any report or study which may be made by the 
Commission of lawsuits whether of investment companies or com- 
panies generally: Provided, That the names of persons involved 
shall not be disclosed. 


DESTRUCTION AND FALSIFICATION OF REPORTS AND RECORDS 


Sec. 34. (a) It shall be unlawful for any person, except as per- 
mitted by rule, regulation, or order of the Commission, willfully to 
destroy, mutilate, or alter any account, book, or other document the 
preservation of which has been required pursuant to section 31 (a) 
or 32 (c). 

(b) It shall be unlawful for‘any person to make any untrue state- 
ment of a material fact in any registration statement, application, 
report, account, record, or other document filed or transmitted pur- 
suant to this title or the keeping of which is required pursuant to 
section 31 (a). It shall be unlawful for any person so filing, trans- 
mitting, or keeping any such document to omit to state therein any 
fact necessary in order to prevent the statements made therein, in 
the light of the circumstances under which they were made, from 
being materially misleading. For the purposes of this subsection, 
any part of any such document which 1s signed or certified by an 
accountant 6r auditor in his capacity as such shall be deemed to be 
made, filed, transmitted, or kept by such accountant or auditor, as 
well as by the person filing, transmitting, or keeping the complete 
document. 
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UNLAWFUL REPRESENTATIONS AND NAMES 


Sec. 35. (a) It shall be unlawful for any person, in issuing or 
selling any security of which a registered investment company is the 
issuer, to represent or imply in any manner whatsoever that such 
security or company has been guar: anteed, sponsored, recommended, 
or ap proved by the United States or any agency or officer thereof. 

(b) It shall be unlawful for any ee registered under any sec 
tion of this title to represent or imply in any manner whatsoever 
that such person has been eeeee mecinnded, or approved, or 
that his abilities or qualifications have in any respect been passed 
upon by the United States or any agenc y or officer thereof. 

(c) No provision of subsection (a) or (b) shall be construed to 
prohibit a statement that a person or security is registered under 
this Act, the Securities Act of 1933, or the Securities Exchange Act 
of 1934, if such statement is true in fact and if the effect of such 
registration is not misrepresented. 

(d) It shall be unlawful for any registered investment company 
hereafter to adopt as a part of the name or title of such company, 
or of any security of which it is the issuer, any word or words which 
the Commission finds and by order declares to be deceptive or mis 
leading. The Commission is authorized to bring an action in the 
proper district court of the United States or United States court 
of any Territory or other place subject to the jurisdiction of the 
United States alleging that the name or title of any registered invest 
ment company, or of any security which it has issued. i is materially 
deceptive or misleading. If the court finds that the Commission’s 
allegations in this respect, taking into consideration the history of 
the investment company and the length of time which it may have 
used any such name or title, are established, the court shall enjoin 
such investment company from continuing to use any such name or 
title. 

INJUNCTIONS AGAINST GROSS ABUSE 


Seo. 36. The Commission is authorized to bring an action in the 
proper district court of the United States or United States court of 
any Territory or other place subject to the jurisdiction of the United 
States, alleging that a person serving or acting in one or more of the 
following capacities has been guilty, after the enactment of this title 
and within five years of the commencement of the action, of gross 
misconduct or gross abuse of trust in respect of any registered invest 
ment company “for which such person so serves or acts: 

(1) as officer, director, member of an advisory board, invest 
ment adviser, or depositor; or 
(2) as principal underwriter, if such registered company is 
an open-end company, unit investment trust, or face-amount 
certificate company. 
If the Commission’s allegations of such gross misconduct or gross 
abuse of trust are established, the court shall enjoin such person from 
acting in such capacity or capacities either permanently or for such 
period of time as it in its discretion shall deem appropriate. 
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Sec. 37. Whoever steals, unlawfully abstracts, unlawfully and will 
fully converts to his own use or to the use of another, or embezzles 
any of the moneys, funds, securities, credits, property, or assets of 
any registered investment company shall be deemed guilty of a 
crime, and upon conviction thereof shall be subject to the penalties 
provided in section 49. A judgment of conviction or acquittal on 
the merits under the laws of any State shall be a bar to any prosecu 
tion under this section for the same act or acts. 


RULES, REGULATIONS, AND ORDERS; GENERAL POWERS OF COMMISSION 


Sec. 38. (a) The Commission shall have authority from time to 
time to make, issue, amend, and rescind such rules and regulations and 
such orders as are necessary or appropriate to the exercise of the 
powers conferred upon the Commission elsewhere in this title, includ 
ing rules and regulations defining accounting, technical, and trade 
terms used in this title, and presc ribing the form or forms in which 
information required in registration statements, applications, and 
reports to the Commission shall be set forth. For the purposes of 
its rules or regulations the Commission may classify persons, securi 
ties, and other matters within its jurisdiction and prescribe different 
requirements for different classes of persons, securities, or matters 

(b) The Commission, by such rules and regulations or order as it 
deems necessary or appropriate in the public interest or for the pro 
tection of investors, may authorize the filing of any information o: 
documents required to be filed with the Commission under this title, 
title II of this Act, the Securities Act of 1933, the Securities Exchange 
Act of 1934, the Public Utility Holding Company Act of 1935, o1 
the Trust Indenture Act of 1939, by incorporating by reference any 
information or documents theretofore or concurrently filed with the 
Commission under this title or any of such Acts. 

(c) No provision of this title imposing any liability shall apply 
to any act done or omitted in good faith in conformity with any 
rule, regulation, or order of the Commission, notwithstanding that 
such rule, regulation, or order may, after such act or omission, be 
amended or rescinded or be determined by judicial or other authority 
to be invalid for any reason. 


RULES AND REGULATIONS; PROCEDURE FOR ISSUANCE 


Sec. 39. Subject to the provisions of the Federal Register Act and 
regulations prescribed under the authority thereof, the rules and 
regulations of the Commission under this title, and amendments 
thereof, shall be effective upon publication in the manner which the 
Commission shall eee or upon such later date as may be 


provided in such rules and regulations. 


ORDERS ; PROCEDURE FOR ISSUANCE 


Sec. 40. (a) Orders of the Commission under this title shall be 
issued only after appropriate notice and opportunity for hearing. 
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Notice to the parties to a proceeding before the Commission shall 
be given by personal service upon each party or by registered mail 
or confirmed telegraphic notice to bug, party’s last known business 
address. Notice to interested per , if any, other than parties may 
be given in the same manner or te publication in the Federal 
Register. 

(b) The Commission may provide, by appropriate rules or regu- 
lations, that an ap plication verified under oath may be admissible in 
evidence in a proceeding before the Commission and that the record 
in mer a proceeding may consist, in whole or in part, of such 
app! ication ; ee 

(c) In any proceeding before the Commission, the Commission, 
in accordance with such rules and regulations as it may prescribe, 

shall admit as a party any interested State or State agency, and may 
admit as a party any representative of interested security holders, 
or any other person whose participation in the proceeding may be 
in the public interest or for the protection of investors. 


HEARINGS BY COMMISSION 


Sec. 41. Hearings may be public and may be held before the Com- 
mission, any member or members thereof, or any officer or officers 
of the Commission designated by it, and appropriate 1 ‘cords thereof 
shall be kept. 

ENFORCEMENT OF TITLE 


Src. 42. (a) The Commission may make such investigations as it 
deems necessary to determine w! ‘ther any person has v iolated or is 
about to violate any provision of this title or of any rule, regulation, 
or order hereunder, or to determine whether any action in any court 
or any proceeding before the Commission shall be instituted under 
this title against a particular person or persons, or with respect to 
a particular transaction or transactions. The Commission shall 
permit any person to file with it a statement in writing, under oath 

r otherwise as the Commission shall determine, as to all the facts 
and circumstances concerning the matter to be investigated. 

(b) For the purpose of any investigation or any other proceeding 
under this title, any member of the Commission, or any officer thereof 
designated by 1t, is empowered to administer oaths and affirmations 
subpena witnesses, compel their attendance, take evidence, and require 
the production of any books, papers, correspondence, memoranda, con- 
tracts. agreements, or other records which are relevant or material to 
the inquiry. Sucn attendance of witnesses and the production of 
any such records may be required from any place in any State or ir 

Territory or other place subject to the. jurisdiction of the United 
States at any designated place of he ring. 

(Cc) hh case of contuma A) by, or re fuss a} tO obe Va sub pel né i issued to. 
any person, the Comn ission may invoke the a id of any court of the 
U1 lited States v ithin the jurisdiction of which Sil h investigation or 
proceeding is carried on, or where such person resides or carries on 
business, in requiring the attendance and testimony of witnesses and 
the production of books, papers, correspon: dence, memoranda, con- 
tracts, agreements, and other records. And such court may issue an 
order requiring such person to appear before the Commission or mem- 
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ber or officer designated by the Commission, there to produce records, if 
so ordered, or to give testimony touching the matter under investiga- 
tion or in question ; any failure to obey such order of the court may be 
punished by such court as a contempt thereof. All process in any such 
case may be served in the judicial district whereof such person is an 
inhabitant or wherever he may be found. Any person who without 
just cause shall fail or refuse to attend and testify or to answer any 
lawful inquiry or to produce books, papers, correspondence, memo- 
randa, contracts, agreements, or other records, if in his or its power 
so to do, in obedience to the subpena of the Commission, shall be 
guilty of a misdemeanor, and upon conviction shall be subject to a fine 
of not more than $1,000 or to imprisonment for a term of not more 
than one year, or both. 

(d) No person shall be excused from attending and testifying or 
from producing books, papers, correspondence, memoranda, con- 
tracts, agreements, or other records and documents before the Com- 
mission, or in obedience to the subpena of the Commission or any 
member thereof or any officer designated by it, or in any cause or 
proceeding instituted by the Commission, on the ground that the 
testimony or evidence, documentary or otherwise, required of him 
may tend to incriminate him or subject him to a penalty or for- 
feiture; but no individual shall be prosecuted or subject to any pen 
alty or forfeiture for or on account of any transaction, matter, or 
thing concerning which he is compelled to testify or produce evidence, 
documentary or otherwise, after having claimed his privilege against 
self-incrimination, except that such individual so testifying shall 
not be exempt from prosecution and punishment for perjury com- 
mitted in so testifying. 

(e) Whenever it shall appear to the Commission that any person 
has engaged or is about to engage in any act or practice constituting 
a violation of any provision of this title, or of any rule, regulation, 
or order hereunder, it may in its discretion bring an action in the 
proper district court of the United States, or the wee United 
States court of any Territory or other place subject to the jurisdic- 
tion of the United States, to enjoin such acts or practices and to 
enforce compliance with this title or any rule, regulation, or order 
hereunder. Upon a showing that such person has engaged or is 
about to engage in any such act or practice, a permanent or tem- 
porary injunction or decree or restraining order shall be granted 
without bond. In any proceeding under this subsection to enforce 
compliance with section 7, the court as a court of equity may, to the 
extent it deems necessary or appropriate, take exclusive jurisdiction 
and possession of the investment company or companies involved and 
the books, records, and assets thereof, wherever located; and the 
court shall have jurisdiction to appoint a trustee, who with the 
approval of the court shall have power to dispose of any or all of 
such assets, subject to such terms and conditions as the court may 
prescribe. The Commission may transmit such evidence as may be 
available concerning any violation of the provisions of this title, or 
of any rule, regulation, or order thereunder, to the Attorney Gen- 
eral, who, in his discretion, may institute the appropriate criminal 


proceedings under this title. 
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COURT REVIEW OF ORDERS 


Src. 43. (a) Any person or party aggrieved by an order issued by 
the Commission under this title may ‘obtain a review of such order 
in the circuit court of appeals of the United States within any cir- 
cuit wherein such person resides or - his principal place of busi- 
ness, or in the United States Court of Appeals for the District of 
Columbia, by filing in such court, within sixty days after the entry 
of such order, a written petition praying that the order of the Com 
mission be modified or set aside in whole or in part. A copy of such 
petition shall be forthwith served upon any member of the Com 
mission, or upon any officer thereof designated by the Commission 
for that purpose, and thereupon the Commission shall certify and file 
in the court a transcript of the record upon which the order com 
plained of was entered. Upon the filing of su transcript such 
court shall have exclusive jurisdiction to affirm, modify, or set aside 
such order, in whole or in part. No ob jection to the order of the 
Commission shall be considered by the court unless such objection 
shall have been urged before the Commission or unless ‘ane were 
reasonable grounds for failure so to 7 The findings of the Com- 
as to the facts. if sup ported | > substantial evidence, shall 
be conclusive. If applic ation is saad to the court for leave to 
adduce additional evidence, and it is shown to the satisfaction of the 
court that such additional evidence is material and that there were 
reasonable grounds for failure to idduce such evidence !n the pro 
ceeding before the Commission, the court may order such additional 
evidence to be taken before the Commission and to be adduced upon 
the hearing in such manner and upon such terms and conditions as 
to the court may seem proper. The Commission may modify its 
findings as to the facts by reason of the additional evidence so teken, 
and it shall file with the court such modified or new findings, which. 
if supported by substantial evidence, shall be conclusive, and its 
csinatsidatiok. if any, for the modification or setting aside of the 
original order. The judgment and decree of the court affirming, 
modifying, or setting aside, in whole or in part, any such order of 
the Commission shall be final, subject to review by x Supreme 
Court of the United States upon certiorari or certification as pro 

‘tions 239 and 240 of the Judicial Code, as amended. 

neement of proceedi ngs under subsection (a) to 
review an order of the C ommission issued under section 8 (e) shal] 
operate as a stay of the Commission’s order unless the court otherwise 
encement of proceedings under subsection (a) t 
Commission issued under any provision of 
this title other than section 8 (e) shall not operate as a stay of the 
Comn inless the court specifically so orders. 
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JURISDICTION OF OFFENSES AND SUITS 


Src. 44. The district courts of the United States and the Unite: 
States courts of any Territory or other place subject to the jurisdic 
tion of the United States shall have jurisdiction of violations of 
this title or the rules, regulations, or orders thereunder, and, con 
currently with State and Territorial] courts, of all suits in equity 
and actions at law brought to enforce any liability or duty created by 
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or to enjoin any violation of, this title or the rules, regulations, or 
orders thereunder. Any criminal proceeding may be brought in the 
district wherein any act or transaction constituting the violation 
occurred. A criminal proceeding based upon a violation of section 
34, or upon a failure to file a report or other document required to 
be filed under this title, may be brought in the district wherein the 
defendant is an inhabitant or maintains his principal office or place 
of business. Any suit or action to enforce any liability or duty cre- 
ated by, or to enjoin any violation of, this title or rules, regulations, 
or orders thereunder, may be brought in any such district or in the 
district wherein the defendant is an inhabitant or transacts business, 
and process in such cases may be served in any district of which the 
defendant is an inhabitant or transacts business or wherever the 
defendant may be found. Judgments and decrees so rendered shal] 
be subject to review as provided in sections 128 and 240 of the Judi- 
cial Code, as amended, and section 7, as amended, of the Act entitled 
“An Act to establish a court of appeals for the District of Colum- 
bia”, approved February 9, 1893. No costs shall be assessed for or 
against the Commission in any proceeding under this title brought 
by or against the Commission in any court. 


INFORMATION FILED WITH COMMISSION 


Sec. 45. (a) The information contained in any registration state- 
ment, application, report, or other document filed with the Commis- 
sion pursuant to any provision of this title or of any rule or regu- 
lation thereunder (as distinguished from any information or docu- 
ment transmitted to the Commission) shall be made available to the 
public, unless and except insofar as the Commission, by rules and 
regulations upon its own motion, or by order upon application, finds 
that public disclosure is neither necessary nor appropriate in the 
public interest or for the protection of investors. It shall be unlawful 
for any member, officer, or employee of the Commission to use for 
personal benefit, or to disclose to any person other than an official or 
employee of the United States or of a State, for official use, or for 
any such official or employee to use for personal benefit, any infor- 
mation contained in any document so filed or transmitted, if such 
information is not available to the public. 

(b) Photostatic or other copies of information contained in docu- 
ments filed with the Commission under this title and made available 
to the public shall be furnished any person at such reasonable charge 
and under such reasonable limitations as the Commission shall 
prescribe. 


ANNUAL REPORTS OF COMMISSION; EMPLOYEES OF THE COMMISSION 


Sec. 46. (a) The Commission shal] submit annually a report to 
the Congress covering the work of the Commission for the preceding 
year and including such information, data, and recommendations 
for further legislation in connection with the matters covered by this 
title as it may find advisable. 

(b) For the purposes of this title, the Commission may select, 
employ, and fix the compensation of such attorneys, examiners, and 
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other experts as shall be necessary for the transaction of the business 
of the Commission in respect of this title without regard to the pro- 
visions of other laws applicable to the employment and compen- 
sation of officers or employees of the United States; and the Com- 
mission may, subject to the civil-service laws, appoint such other 
officers and employees as are necessary in the execution of the func- 
tions of the Commission and fix their salaries in accordance with 
the Classification Act of 1923, as amended. 


VALIDITY OF CONTRACTS 


Seo. 47. (a) Any condition, stipulation, or provision binding any 
person to waive compliance with any provision of this title or with 
any rule, regulation, or order thereunder shall be void. 

(b) Every contract made in violation of any provision of this title 
or of any rule, regulation, or order thereunder, and every contract 
heretofore or hereafter made, the performance of which involves the 

olation of, or the continuance of any relationship or practice in vio- 
lation of, any provision of this title, or any rule, regulation, or order 
thereunder, shall be void (1) as regards the rights of any person who, 
in violation of any such provision, rule, regulation, or order, shall 
have made or engaged in the performance of any such contract, and 
(2) as regards the rights of any person who, not being a party to 
such contract, shall have acquired any right thereunder with actual 
knowledge of the facts by reason of which the making or perform 
ance of such contract was in violation of any such provision, rule, 
regulation, or order. 


LIABILITY OF CONTROLLING PERSONS; PREVENTING COMPLIANCE WITH 
TITLE 


Sec. 48. (a) It shall be unlawful for any person, directly or 
indirectly, to cause to be done any act or thing through or by means 
of any other person which it would be unlawful for such person to do 
under the provisions of this title or any rule, regulation, or order 
thereunder. 

(b) It shall be unlawful for any person without just cause to 
hinder, delay, or obstruct the making, filing, or keeping of any infor 
mation, document, report, record, or account required to be made, 
filed, or kept under any provision of this title or any rule, regulation, 
or order thereu der. 

PENALTIES 


Sec. 49. Any person who willfully violates any provision of this 
title or of any rule, regulation, or order hereunder, or any person 
who willfully in any registration statement, application, report, 
account, record, or other document filed or transmitted pursuant to 
this title or the keeping of which is required pursuant to section 
31 (a) makes any untrue statement of a material fact or omits to 
state any material fact necessary in order to prevent the statements 
made therein from being materially misleading in the light of the 
circumstances under which they were made, shall upon conviction be 
fined not more than $10,000 or imprisoned not more than two years, or 
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both; but no person shall be convicted under this section for the 
violation of any rule, regulation, or order if he proves that he had 
no actual knowledge of such rule, regulation, or order. 


EFFECT ON EXISTING LAW 


Sec. 50. Except where specific provision is made to the contrary, 
nothing in this title shall affect (1) the jurisdic tion of the oe 
under the Securities Act of 1933, the Securities Exchange Act of 193 
the Public Utility Holding Company Act of 1935, the Trust Retr 
Act of 1939, or title II of this Act, over any person, security, or trans- 
action, or (2) the rights, obligations, duties, or liabilities of any person 
under such Acts; nor shall anything in this title affect the jurisdictio1 
of any other commission, board, agency, or officer of the United States 
or of any State or political subdivision of any State, over any person, 
security, or transaction, insofar as such jurisdiction does not conflict 
with any provision of this title or of any rule, regulation, or orde1 
hereunder. 

SEPARABILITY OF PROVISIONS 


Sec. 51. If any provision of this title or any provision incorporated 
in this title by reference, or the application of any such provision to 
any person or circumstances, shall be held invalid, the remainder of 
this title and the application of any such provision to person or cir- 
cumstances other than those as to which it is held invalid shall not 
be affected thereby. 

SHORT TITLE 


Sec. 52. This title may be cited as the “Investment Company Act 
of 1940”. 
EFFECTIVE DATE 


Sec. 53. The effective date of the provisions of this title, so far as 
the same relate to face-amount certificates or to face-amount certificate 
companies, is fecmens 1, 1941: Provided, however, That any such face- 
amount certificate company may register prior to said date, as pro- 
vided by section 8 of this title, and such registration shall not operate 
to change or affect said effective date as to any such company or any 
face-amount certificates issued by it. The effective date of provisions 
hereof, insofar as the same do not apply to face-amount certificates or 
face-amount certificate companies is November 1, 1940. Except as 
herein otherwise provided, every provision of this title shall take 
effect on November 1, 1940. 


TITLE IT—INVESTMENT ADVISERS 
FINDINGS 


Sec. 201. Upon the basis of facts disclosed by the record and 
report of the Securities and Exchange Commission made pursuant 
to section 30 of the Public Utility Holding Company Act of 1935, 
and facts otherwise disclosed and ascertained, it is hereby found 
that investment advisers are of national concern, in that, among 
other things— 





pe 


vil 
si 
eV 
or 


el; 
in 


in 


tic 
pe 
a 


th 


r th 
» had 


rary 
iSSi01 
1934 
nture 
ral 
eTSO 
ictio! 
State 
ersol 
mniflict 
orde! 


rated 
ion t 
ler ol 
yr Cilr- 


ll not 


far as 
ificate 
l face 
Ss pro 
perate 
Dr any 
visions 
ates or 
ept as 
'l take 


d and 
irsuant 
f 1935, 
found 


among 


BANK HOLDING LEGISLATION S19 


(1) their advice, counsel, publications, writings, analyses, and 
reports are furnished and distributed, and their contracts, sub- 
scription agreements, and other arrangements with clients are 
negotiated and performed, by the use “of the mails and means 
and instrumentalities of interstate commerce; 

(2) their advice, counsel, publications, writings. analyses, and 
reports customarily relate to the purchase and sale of securities 
traded on national securities exchanges and in interstate over- 
the-counter markets, securities issued by companies engaged in 
business in interstate commerce, and securities issued by national 
banks and member banks of the Federal Reserve System; and 

(3) the foregoing transactions occur in such volume as sub- 
stantially to affect interstate commerce, national securities 
exchanges, and other securities markets, the national banking 
system and the national economy. 


DEFINITIONS 


Sec. 202. (a) When used in this title, unless the context otherwise 
requires— 

(1) “Assignment” includes any direct or indirect transfer or 
hypothecation of an investment advisory contract by the assignor 

of a controlling block of the assignor’s outstanding voting securi- 

by a security holder of the assignor; but if the investment 
adviser is a partnership, no assignment of an investment advisory 
ontract shall be deemed to result from the death or withdrawal of 
a minority of the members of the investment adviser having only 
1 minority interest in the business of the investment adviser, or 
from the admission to the investment adviser of one or more mem- 
bers who, after such admission, shall be only a minority of the 
members and shall have only a minority interest in the business. 

(2) “Bank” means (A) a banking institution organized under 
the laws of the United States, (B) a member bank of the Federal 
Reserve System, (C) any other banking institution or trust com- 
pany, whether incorporated or not, doing business under the laws of 
any State or of the United States, a substantial portion of the busi- 
ness of which consists of receiving deposits or exercising fiduciary 
powase similar to those permitted to national banks under section 

1 (k) of the Federal Reserve Act, as amended, and which is super- 
iad and examined by State or Federal authority having supervi- 
sion over banks, and which is not operated for the purpose of 
evading the provisions of this title, and (D) a receiver, conservator, 
or other liquidating agent of any institution or firm included in 
clauses (A), (B), or (C) of this paragraph. 

3) “Broker” means any person engaged in the business of effect- 
ing transactions in securities for the account of others, but does not 
nelude a bank. 

(4) “Commission” means the Securities and Exchange Commission, 

(5) “Company” means a corporation, a partnership, an associa- 
ion, a joint-stock company, a trust, or any organized group of 
persons, whether incorporated or not; or any receiver, trustee in 
bankruptcy, or similar official, or any liquidating agent for any of 
the foregoing, in his capacity as such, 


+ 
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(6) “Convicted” includes a verdict, judgment, or plea of guilty, 
or a finding of guilt on a plea of nolo contendere, if such verdict, 
judgment, plea, or finding has not been reversed, set aside, or with 
drawn, whether or not sentence has been imposed. 

(7) “Dealer” means any person regularly engaged in the business 
of buying and selling securities for his own account, through 
broker or otherwise, but does not include a bank, insurance com 
pany, or investment company, or any person insofar as he is engage: 
In investing, reinvesting or trading in securities, or in owning o! 
holding securities, for his own account, either individually or i 
some fiduciary capacity, but not as a part of a regular business. 

(8) “Director” means any director of a corporation or any persor 
performing similar functions with respect to any organization, 
whether incorporated or unincorporated. 

(9) “Exchange” means any organization, assoc if ition, or group of 
persons, whether incorpor: ated or unincorporated, which constitutes, 
maintains, or provides a market place or facilities for bringing 
together purchasers and sellers of securities or for otherwise per 
forming with respect to securities the functions commonly performed 
by a stock exchange as that term is generally understood, and 
includes the market place and the market facilities maintained by 
such exchange. 

(10) “Interstate commerce” means trade, commerce, transporta 
tion, or communication among the several States, or between any 
foreign country and any State, or between any State and any place 
or ship outs! ide thereof. 

(11) “Investment adviser” means any person who, for compensa 
tion, engages in the business of advising others, either directly or 
through publications or writings, as to the value of securities or as to 
the advisability of investing in, purchasing, or — ing securities, or 
who, for con Bevis and as part of a regular business, issues or 

romulgates analyses or reports concerning securities; but does not 
nelude (A) a bank, or any holding company affiliate, as defined 
in the Banking Act of 1933, which is not an investment company; 
B) any lawyer, accountant, engineer, or teacher whose performance 
f such services is solely incidental to the practice of his professio1 
(C) any broker or dealer whose performance of such services is 
solely incidental to the conduct of his business as a broker or dealer 
and who receives no special compensation therefor; (D) the pub 
lisher of any bona fide newspaper, news magazine or business or 
financial publication of general and regular circulation; (E) any 


} 


person whose advice, analyses, or reports relate to no securities othe 
than oe which are direct obligations of or obligations guaranteed 
as to principal or interest by the United States, or securities issued 
or guaran stead by corporations in which the United States has a 
mene or indirect interest which shall have been designated by the 


Secretary of the lreasury, pursuant to section 3 (a) (12) of th 
Securities Exch inge Act of 1934, as exempted securities for the pur 
poses of that Act; or (F) such other persons not within the intent 
of this a! as » Commission may designate by rules and 
regulations or order. 
(12) “Investment company”, “affiliated person”, “control”, ar 
‘insurance company” have the same meanings as in the Investme 


Yompany Act of 1940. 
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(13) “Investment supervisory services” means the giving of con 
tinuous advice as to the investment of funds on the basis of the 
ndividual needs of each client. 

(14) “Means or instrumentality of interstate commerce” includes 
ny facility of a national securities exchange. 

(15) “National securities exchange” means an exchange registered 

ler section 6 of the Securities Exchange Act of 1934 

(16) “Person” means a natural person or a company. 

(17) “Security” means any note, stock, treasury stock, bond, 
ebenture, evidence of indebtedness, certificate of interest or par 

ipation in any profit-sharing agreement, collateral-trust certificate, 

reorganization certificate or subscription, transferable share, invest- 
ition. ent contract, voting-trust certificate, certificate of deposit for a 
security, fractional undivided interest in oil, gas, or other mineral 
ip of ghts, or, in general, any interest or instrument commonly known 
tutes, is a “security”, or any certificate of interest or partic — in, tem- 
wing porary or interim certificate for, receipt for, guaranty of, or warrant 
pel or right to subscribe to or purchase any of the foregoing. 

rmed (18) “State” means any State of the United States, the District 
f Columbia, Alaska, Hawai, Puerto Rico, the Philippine Islands, 
the Canal Zone, the Virgin Islands, or any other possession of the 

United States. 

(19) “Underwriter” means any person who has purchased from an 
ssuer with a view to, or sells for an issuer in connection with, the 
listribution of any security, or participates or has a direct or indirect 
participation in any such undertaking, or participates or has a 
participation in the direct or indirect underwriting of any such 
indertaking; but such term shall not include a person whose interest 

s limited to a commission from an underwriter or dealer not in 
excess Of the usual and customary distributor’s or seller’s commis- 
sion. As used in this paragraph the term “issuer” shall include in 
iddition to an issuer, any person directly or indirectly controlling or 
ontrolled by the issuer, or any person under direct or indirect 
‘ommon control with the issuer. 

(20) “Securities Act of 1933”, “Securities Exchange Act of 1934”, 
“Public Utility Holding Company Act of 1935”, and “Trust Inden- 
ture Act of 1939”, mean those Acts, respectively, as heretofore or 
hereafter amended. 

(b) No provision in this title shall apply to, or be deemed to 
nelude, the United States, a State, or any political subdivision of a 
State, or any agency, authority, or instrumentality of any one or 
ore of the foregoing, or any corporation which is wholly owned 
directly or indirectly by any one or more of the foregoing, or any 
flicer, agent, or employee of any of the foregoing acting as such in 
the course of his official duty, unless such provision makes specific 
eference thereto. 


REGISTRATION OF INVESTMENT ADVISERS 


Sec. 203. (a) Except as provided in subsection (b), it shall be 
unlawful for any investment adviser, unless registered under this 
section, to make use of the mails or any means or instrumentality of 
nterstate commerce in connection with his or its business as an invest 
ment adviser, 
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(b) The provisions of subsection (a) shall not apply to— 

(1) any investment adviser all of whose clients are residents 
of the State within which such investment adviser maintains his 
or its principal office and place of business, and who does not 
furnish advice or issue analyses or reports with respect to securi 
ties listed or admitted to unlisted trading privileges on any 
national securities exchange; 

(2) any investment adviser whose only clients are investment 
companies and insurance companies; or 

(3) any investment adviser who during the course of the pre 
ceding twelve months has had fewer than fifteen clients and who 
does not hold himself out generally to the public as an invest 
ment adviser. 

(c) Any investment adviser, or any person who presently con 
templates becoming an investment adviser, may register under this 
section by filing with the Commission an application for registratioi 
Such application shall contain such of the following information, in 
suc h form and detail, as the Commission may by rules and recula 
tions prescribe as necessary or appropriate in the public interest or 
for the protection of investors: 

(1) information in respect of— 

(A) the name and form of organization under which the 
investment adviser engages or intends to engage in bus! 
ness; the name of the State or other sovereign power under 
which such investment adviser is organized; the location 
of his or its principal business office and branch offices, if 
any; the names and addresses of his or its partners, officers, 
directors, and persons performing similar functions or, if 
such an investment adviser be an individual, of such indi- 
vidual; and the number of his or its employees; 

(B) the education, the business affiliations for the past 
ten years, and the present business affiliations of such invest- 
ment adviser and of his or its partners, officers, directors, 
and persons performing similar functions and of any 
controlling person thereof: 

(C) the nature of the business of such investment adviser, 
including the manner of giving advice and rendering 
analyses or reports; 

(D) the nature and scope of the authority of such invest- 
ment adviser with respect to clients’ funds and accounts; 

(I) the basis or bases upon which such investment 
adviser is compensated; and 

(F) whether such an investment adviser or. any partner, 
officer, director, person performing similar function or con- 
trolling person thereof (i) within ten years of the filing 
of such application has been convicted of any felony or 
misdemeanor of the character described in paragraph (1) 
of subsection (d), or (11) is permanently or temporarily 
enjoined by an order, judgment or decree of the character 
described in paragraph (2) of subsection (d) and in each 
ease the facts relating to such conviction or injunction; 
and 

(2) a statement as to whether such investment adviser is engaged 
or is to engage primarily in the business of rendering investment 
supervisory services. 
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Except as hereinafter provided, such registration shall become effective 
thirty days after receipt of such application by the Commission, or 
within such shorter period of time as the Commission may determine. 
Any amendment of an application filed not more than fifteen days 
ifter the filing of such application shall be deemed to have been filed 
with and as a part of such application. Any amendment of an appli- 
ition filed more than fifteen days after the filing of such application 
and before such application becomes effective shall be deemed a new 
ipplication incorporating by reference the unamended items of the 
earlier application. Any amendment filed after the application has 
become effective shall become effective thirty days after the filing 
thereof, or at such earlier date as the Commission may order 

(d) The Commission after hearing may by order deny registration 
to or revoke or suspend the registration of an applic: ant under this 
section, if the Commission finds that such denial, revocation, or sus- 
pension is in the public interest and that such investment adviser or 
any partner, officer, director, person performing similar function, or 
controlling person thereof— 

(1) within ten years of the issuance of such order, has been con 
victed of any felony or misdemeanor involving the purchase or 
sale of any security or arising out of any conduct or practice of 
such investment adviser or affiliated person as an investment 
adviser, underwriter, broker, or dealer, or as an affiliated person 
or employee of any investment company, bank, or insurance 
company ; 

(2) at the time of the issuance of such order, is permanently or 
temporarily enjoined by order, judgment, or decree of any court 
of competent jurisdiction from acting as an investment adviser, 
underwriter, broker, or dealer, or as an affiliated person or 
employee of any investment company, bank, or insurance com- 
pany, or from engaging in or continuing any conduct or practice in 
connection with any such activity or in connection with the pur- 
chase or sale of any security: or 

(3) has violated the provisions of section 207 of this title. 

(e) The commencement of a proceeding to deny registration under 
this section shall not operate to postpone the effective date of regis 
tration unless the Commission shall find that such postponement is 
necessary in the public interest and shall so order, but no such order 
shall operate to postpone such effective date for more than three 
months 

(f) Any successor to the business of an investment adviser regis 
tered under this section shall be deemed likewise registered here 
under, if within thirty days from its succession to such business it 
shall file an application for registration under this section, unless 
and until the Commission, pursuant to subsection (d) of this section. 
shall deny registration to or revoke or’ suspend the registration of 
such successor. 

(g) Any person registered under this section may, upon such 
terms and conditions as the Commission finds necessary in the public 
interest or for the protection of investors, withdraw from registra 
tion by filing a seltien notice of withdrawal with the Commission. 
If the Commission finds that any person registered under this sec 
tion, or who has pending an application for registration filed under 
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this section, is no longer in business or is not engaged in business 
aS an investment adviser, the Commission shall by order cancel the 
registration of such person. 


ANNUAL AND OTHER REPORTS 


Sec. 204. Every investment adviser registered under section 203 
of this title shall file with the Commission such annual and special 
reports, in such form as the Commission by rules and regulations 
may prescribe for the purpose of keeping reasonably current the 
information contained in the registration application. 


INVESTMENT ADVISORY CONTRACTS 


Sec. 205. No investment adviser registered under section 203 shall 
make use of the mails or any means or instrumentality of interstate 
commerce, directly or indirectly, to enter into, extend, or renew any 
investment advisory contract, or in any way to perform any invest- 
ment advisory contract entered into, extended, or renewed on or 
after the effective date of this title, if such contract— 

(1) provides for compensation to the investment adviser on 
the basis of a share of capital gains upon or capital appreciation 
of the funds or any portion of the funds of the client; 

(2) fails to provide, in substance, that no assignment of such 
contract shall be made by the investment adviser without the 
consent of the other party to the contract; or 

(3) fails to provide, in substance, that the investment adviser, 
if a partnership, will notify the other party to the contract of 
any change in the membership of such partnership within a 
reasonable time after such change. 

As used in this section, “investment advisory contract” means any 
contract or agreement whereby a person agrees to act as investment 
adviser or to manage any investment or trading account fer a person 
other than an investment company. Paragraph (1) of this section 
shall not be construed to prohibit an investment advisory contract 
which provides for compensation based upon the total value of a 
fund averaged over a definite period, or as of definite dates, or 
taken as of a definite date. 


PROHIBITED TRANSACTIONS BY REGISTERED INVESTMENT ADVISERS 


Sec. 206. It shall be unlawful for any investment adviser registered 
under section 203, by use of the mails or any means or instrumentality 
of interstate commerce, directly or indirectly— 

(1) to employ any device, scheme, or artifice to defraud any 
client or prospective client; 

(2) to engage in any transaction, practice, or course of busi- 
ness which operates as a fraud or deceit upon any client or pros- 
pective client; 

(3) acting as principal for his own account, knowingly to sell 
any security to or purchase any security from a client, or acting 
as broker for a person other than such client, knowingly to effect 
any sale or purchase of any security for the account of such 
client, without disclosing to such client in writing before the 
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completion of such transaction the capacity in which he is acting 
and obtaining the consent of the client to such transaction. The 
prohibitions of this paragraph (3) shall not apply to any trans- 
action with a cus west of a broker or dealer if such broker or 
dealer is not acting as an investment adviser in relation to such 
transaction. 

MATERIAL MISSTATEMENTS 


Sec. 207. It shall be unlawful for any person willfully to make any 
ntrue statement of a material fact in any registration application or 
report filed with the Commission under section 203 or 204, or willfully 
0 omit to state in any such application or report any material fact 
hich is required to be stated therein. 


UNLAWFUL REPRESENTATIONS 


Sec. 208. (a) It shall be unlawful for any person registered under 

ection 203 of this title to represent or imply in any manner whatso- 

r that such person has been sponsored, recommended, or approved, 

ay ®t it his abilities or qualifications have in any respect been passed 
pon by the United States or any agency or any officer thereof. 

(b) No provision of subsection (a) shall be construed to prohibit a 
tatement that a person is registered under this title or under the 
Securities Exchange Act of 1934, if such statement is true in fact 
ind if the effect of such registration is not misrepresented. 

(c) It shall be unlawful for any person registered under section 
203 of this title to represent that he is an investment counsel or to 

» the name investment counsel as descriptive of his business unless 
uc ich person is primarily engaged in the business of rendering invest- 
ment supervisory services or unless his registration application as 
imended or as supplemented by the most recent report on file with 
the Commission states that such person is engaged or is about to 
engage primarily in the business of rendering investment supervisory 

services. 
ENFORCEMENT OF TITLE 


Sec. 209. (a) Whenever it shall appear to the Commission, either 
ipon complaint or otherwise, that the provisions of this title or of 
any rule or regulation prescribed under the authority thereof, have 
been or are about to be violated by any person, it may in its discre- 
tion require, and in any event shall permit, such person to file with 
it a statement in writing, under oath or otherwise, as to all the facts 
and circumstances relevant to such violation, and may otherwise 
investigate all such facts and circumstances. 

(b) For the purposes of any investigation or any proceeding 
under this title, any member of the Commission or any officer thereof 
designated by it is empowered to administer oaths and affirmations, 
subpena witnesses, compel their attendance, take evidence, and 
require the production of any books, papers, correspondence, memo- 
randa, contracts, agreements, or other records which are relevant or 
material to the inquiry. Such attendance of witnesses and the pro- 
duction of any such records may be required from any place in any 
State or in any Territory or other place subject to the jurisdiction 
of the United States at any designated place of hearing. 

(c) In case of contumacy by, or refusal to obey a subpena issued 
to, any person, the Commission may invoke the aid of any court of 
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the United States within the jurisdiction of which such investiga- 
tion or proceeding is carried on, or where such person resides or 
carries on business, in requiring the attendance and testimony of 
witnesses and the production of books, papers, correspondence, 
memoranda, contracts, agreements, and other records. And such 
court may issue an order requiring such person to appear before the 
Commission or member or officer designated by the Commission, 
there to produce records, if so ordered, or to give testimony touching 
the matter under investigation or in question; and any failure to obey 
such order of the court may be punished by such court as a con- 
tempt thereof. All process in any such case may be served in the 
judicial district whereof such person is an inhabitant or wherever 
he may be found. Any person who without just cause shall fail or 
refuse to attend and testify or to answer any lawful inquiry or to 
produce books, papers, correspondence, memoranda, contracts, agree- 
ments, or other records, if in his or its power so to do, in obe 
dience to the subpena of the Commission, shall be guilty of a mis- 
demeanor, and upon conviction shall be subject to a fine of not 
more than $1,000 or to imprisonment for a term of not more than 
one year, or both. 

(d) No person shall be excused from attending and testifying or 
from producing books, papers, correspondence, memoranda, contracts, 
agreements, or other records and documents before the Commission, or 
in obedience to the subpena of the Commission or any member thereof 
or any officer designated by it, or in any cause or proceeding instituted 
by the Commission, on the ground that the testimony or evidence, docu- 
mentary or otherwise, required of him may tend to incriminate him or 
subject him to a penalty or forfeiture ; but no individual shall be prose- 
cuted or subject to any penalty or forfeiture for or on account of any 
transaction, matter, or thing concerning which he is compelled to testify 
or produce evidence, documentary or otherwise, after i 1aving claimed 
his privilege against self-incrimination, except that such individual 
so testifying shall not be exe mpt from’ prosecution and punishment 
for perjury committed in so testifying. 

(e) Whenever it shall appear’to the Commission that any person has 
engaged or is about to engage in any act or practice constituting a 
violation of any provision of this title, or of any rule, regulation, or 
order hereunder, it may in its discretion bring an action in the proper 
district court of the United States, or the proper United States court 
of any Territory or other place subject to the jurisdiction of the 
United States, to enjoin such acts or practices and to enforce com- 
pliance with this title or any rule, regulation, or order hereunder. 
Upon a showing that such person has engaged or is about to engage 
in any such act or practice, a permanent or temporary injunction or 
decree or restraining order shall be granted without bond. The Com- 
mission may transmit such evidence as may be available concerning 
any violation of the provisions of this title, or of any rule, regulation, 
or order thereunder, to the Attorney General, who, in his discretion, 
may institute the appropriate criminal proceedings under this title. 


PUBLICITY 


Sec. 210. (a) The information contained in any registration appli- 
cation or report or amendment thereto filed with the Commission pur- 
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suant to any provision of this title shall be made available to the pub- 
lic, unless and except insofar as the Commission, by rules and regula- 
tions upon its own motion, or by order upon application, finds that 
public disclosure is neither necessary nor appropriate in the public 
interest or for the protection of investors. Photostatic or other copies 
of information contained in documents filed with the Commission 
under this title and made available to the public shall be furnished to 
iny person at such reasonable charge and under such reasonable limi- 
tations as the Commission shall prescribe. 

(b) Subject to the provisions of subsections (c) and (e), of sec- 
tion 209, the Commission shall not make public the fact that any 
investigation under this title is being conducted, nor shall it make 
public the results of any such investigation, or any facts ascertained 

uring any such investigation, except that the provisions of this 
ubsection shall not apply— 

(1) in the case of any hearing which is public under the 
provisions of section 212; or 

(2) in the case of a resolution or request from either House 
of Congress. 

(c) No provision of this title shi ill be construed to require, or to 
authorize the Commission to require any investment adviser engaged 
in rendering investment supervisory services to disclose the identity, 
investments, or affairs of any client of such investment adviser, 
‘xcept insofar as such disclosure may be necessary or appropriate 
in a particular proceeding or investigation having as its object the 
enforcement of a provision or provisions of this title. 


RULES, REGULATIONS, AND ORDERS 


Sec. 211. (a) The Commission shall have authority from time to 
time to make, issue, amend, and rescind such rules and regulations 
and such orders as are necessary or appropriate to the exercise of 
the powers conferred upon the Commission elsewhere in this title. 
For the purposes of its rules or regulations the Commission may 
classify persons and matters within its jurisdiction and prescribe 
different requirements for different classes of persons or matters. 

(b) Subject to the provisions of the Federal Register Act and 
regulations prescribed under the authority thereof, the rules and 
regulations of the Commission under this title, and amendments 
thereof, shall be effective upon publication in the manner which the 
Commission shall prescribe, or upon such later date as may be pro- 
vided in such rules and regulations. 

(c) Orders of the Commission under this title shall be issued only 

after appropriate notice and opportunity for hearing. Notice to 
the parties to a proceeding before the Commission shall be given by 
personal service upon each party or by registered mail or confirmed 
telegraphic notice to the party’s last known business address. Notice 
to interested persons, if any, other than parties may be given in the 
same manner or by publication in the Federal Register. 

(d) No provision of this title imposing any liability shall apply 
to any act done or omitted in good faith in conformity with any 
rule, regulation, or order of the Commission, notwithstanding that 
such rule, regulation, or order may, after such act or omission, be 
amended or rescinded or be determined by judicial or other author- 
ity to be invalid for any reason 
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HEARINGS 


Sec. 212. Hearings may be public and may be held before the Cor 


mission, any member or members thereof, or any officer or officer 


of the Commission designated by it, and appropriate records thereo! 


shall be kept. 


COURT REVIEW OF ORDERS 


Src. 213. (a) Any person or party aggrieved by an order issu 
by the Commission under this title may obtain a review of su 
order in the circuit court of appeals of the United States with 
any circuit wherein such person resides or has his principal place 
business, or in the United States Court of Appeals for the Distr 
of Columbia, by filing in such court, within sixty days after t 


lified or set aside in whole or in part. A copy 
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court shall have exclusive jurisdiction to affirm, modify, or set as 
such order, in whole or in part. No objection to the order of 1 
Commission shall be considered by the court unless such objection sh 
have been urged before the Commission or unless there were reaso! 
able grounds for failure so to do. The findings of the Commiss 
as to the facts, if supported by substantial evidence, shall be co) 
clusive. If ay pli ition is made to the court for leave to addu 


additional e lence, and it is shown to the satisfaction of the cow 


that such additional evidence is material and that there were reaso 
able grounds for failure to adduce such evidence in the proceedir 
before the Commission, the court may order such additional evide1 
to be taken before the Commission and to be adduced upon the hea 
rv y in such manne! ind upol suc] terms and conditions as to ft 


y seem proper. The Commission may modify its finding 


by reason of the additional evidence so taken, and 
the court such modified or new findings, which. 
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violation of this title or the rules, regulations, or orders thereunder. 
Any criminal proceeding may be brought in the district wherein any 
act or transaction constituting the violation occurred. Any suit or 
action to enjoin any violation of this title or rules, regulations, or 
orders thereunder, may be brought in any such district or in the 
district wherein the defendant is an inhabitant or transacts business, 
and process in such cases may be served in any district of which the 
defendant is an inhabitant or transacts business or wherever the 
defendant may be found. Judgments and decrees so rendered shall 
be subject to review as provided 1 in sections 128 and 240 of the Judicial 
Code, as amended, and section 7, as amended, of the Act entitled “An 
Act to establish a court of appeals for the District of Columbia”, 
ipproved February 9, 1893. No costs shall be assessed for or against 
the Commission in any proceeding under this title brought by or 
against the Commission in any court. 


VALIDITY OF CONTRACTS 


Sec. 215. (a) Any condition, stipulation, or provision binding any 
person to waive compliance with any provision of this title or with 
any rule, regulation, or order thereunder shall be void. 

(b) Every contract made in violation of any provision of this title 
and every contract heretofore or hereafter made, the performance of 
which involves the violation of, or the continuance of any relationship 
or practice in violation of any provision of this title, or any rule, 
regulation, or order thereunder, shall be void (1) as regards the 
rights of any person who, in violation of any such provision, rule, 
regulation, or order, shall have made or engaged in the performanc 6 
of any such contract, and (2) as regards the rights of any person 
who, not being a party to such contract, shall have ac quired any right 
thereunder with actual knowledge of the facts by reason of which the 
making or performance of such contract was in violation of any such 
provision. 

ANNUAL REPORTS OF COMMISSION 


Sec. 216. The Commission shal] submit annually a report to the 
Congress covering the work of the Commission for the preceding 
year and including such information, data, and recommendations for 
further legislation in connection with the matters covered by this 
title as it may find advisable. 


PENALTIES 
Src. 217. any person who willfully violates any provision of this 
title shall, upon conviction, be fined not more than $10,000, 


imprisoned for not more than two years, or both. 


EMPLOYEES OF THE COMMISSION 


Src. 218. For the purposes of this title, the Commission may select. 
employ, and fix the compensation of such attorneys, examiners, and 
other experts as shall be necessary for the transaction of the business 
of the Commission in respect of this title without regard to the 
provisions of other laws applicable to the employment and com- 
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pensation of officers or employees of the United States; and the 
Commission may, subject to the civil-service laws, appoint such other 
officers and emp sloyees as are necessary in the execution of the func- 
tions of the Commission and fix their salaries in accordance with 
the Classification Act of 1923, as amended. 


SEPARABILITY OF PROVISIONS 


Sec. 219. If any provision of this title or the application of such 
provision to any person or circumstances shall be held invalid, the 
remainder of the title and the application of such provision to persons 
or circumstances other than those as to which it is held invalid shall 
not be affected thereby. 


SHORT TITLE 
Sec. 220. This title may be cited as the “Investment Advisers Act 
of 1940” 
EFFECTIVE DATE 


Sec. 221. This title shall become effective on November 1, 1940. 


TITLE ITI—AMENDMENT OF SECURITIES ACT OF 1933 


Sec. 301. Section 8 (a) of the Securities Act of 1933, as amended, 
is amended to read as follows: 

“Sec. 8. (a) Except as hereinafter provided, the effective date of a 
registration statement shall be the twentieth day after the filing 
thereof or such earlier date as the Commission may determine, having 


due regard to the adequacy of the information respecting the issuer 
theretofore available to the public, to the facility with which the 
nature of the securities to be registered, their relationship to the capital 
structure of the issuer and the rights of holders dacubl can be under- 
stood, and to the public interest and the protection of investors. If 
any amendment to any such statement is filed prior to the effective 
date of such statement, the registration statement shall be deemed to 
have been filed when such amendment was filed; except that an amend- 
ment filed with the consent of the Commission, prior to the effective 
date of the registration statement, or filed pursuant to an order of the 
Commission, shall be treated as a part of the registration statement.” 
Approved, August 22, 1940. 
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